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Competing in today's changing world is tougher than ever 
before, yet never more critical. In the emerging global 
economy, the rules of competition are changing. The com¬ 
pany that wants to stay on top or simply survive as a player 
may need to take drastic measures. Management not only 
has to be innovative; it must formulate strategies to put 
those innovative ideas into practice. Sound easy? Ask any 
senior manager who has spent valuable time and energy 
hammering out imaginative strategies that don’t get real¬ 
ized ... or any operational manager who has tried to imple¬ 
ment unrealistic or poorly conceived plans. 

Strategic Choices offers a revolutionary new approach 
to gaining competitive advantage in today's world. Devel¬ 
oped by Kenneth and Edward Primozic 4 management 
consultants with IBM, the "Make No Assumptions" tech¬ 
niques described in this book are used at IBM and other 
corporations—and in government and education—to facili¬ 
tate planning and implementation. Based on a coopera¬ 
tive approach to strategic planning, rather than the old 
top-down approach, Strategic Choices is designed for 
today's highly charged competitive climate in which 
organizations must deliver results. The authors describe 
step by step how to: 

■ Formulate a strategic vision. 

■ Develop strategies and tactics to implement that 
vision. 

■ Achieve competitive advantage in any part of the 
organization. 

They offer a five-step plan toward achieving a strategic 
vision, which requires a whole new way of looking at the 
business environment. It includes an understanding of 
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the waves of innovation vis^-vis technology; industry 
experience curves and new ways to exploit them; power 
relationships; the extended enterprise and your organiza¬ 
tion's place within it; and electronic channels and how to 
create them—a key factor in determining how adaptable 
an organization is. 

Implementing a strategic vision requires carefully 
planned strategies and techniques. The strategies pre¬ 
sented here evolved from Edward and Kenneth Primozic’s 
work with senior management at IBM, as well as with 
executives of IBM's major customers. The same tech¬ 
niques, including the simple yet powerful one called Link¬ 
age Analysis Planning, have now been adopted by many 
major corporations in the United States and abroad. They 
are successful because they focus attention and re¬ 
sources on the linkages between business functions and 
processes, the places where bureaucratic, communica¬ 
tion, and decision-making bottlenecks frequently occur. 

For corporate executives and departmental managers, 
or anyone in any leadership position. Strategic Choices 
outlines the challenges in today's dynamic business envi¬ 
ronment and offers a powerful set of management toots 
for increasing your and your organization's effectiveness. 
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Foreword 


Planning the strategy of a corporation remains the most important ac¬ 
tivity in business and one of the most difficult to get right. Unfortunately, 
most books on the subject either get bogged down in the details of process 
or soar off on the author's pet theme as if one noble idea were all that 
was needed to invigorate the plans of an enterprise. Strategic Choices 
does neither. It avoids dwelling on the process of planning, and it presents 
not one but many new ideas. Perhaps the book's greatest strength is that 
it explains how to translate vision into an agenda for action —the thing 
that is missing from so many strategic planning exercises. Too often, 
strategic planning efforts either focus so much energy on documenting 
the status quo and all its threats and problems that no time remains to 
plan the future, or they describe the vision of the firm in grand terms 
with no link to what must be done to reach that exalted state. Strategic 
Choices shows how to avoid both pitfalls. 

The authors’ overriding message, which is implied in the make no 
assumptions, “linkage analysis planning” methodology described in the 
book, is that corporate leadership requires a reconsideration of every 
premise embedded in the strategy of the firm. Some of my business 
school students have found a bumper sticker that reflects the same view: 
Assume nothing! The authors make a compelling case for such skepti¬ 
cism. Only a fundamental reassessment of the underlying rationale of 
a corporation’s strategy will do. The most significant events in a firm’s 
future cannot be predicted reliably; so companies that prosper in the 
1990s and beyond must build enterprises that are surprise-proof as well 
as ahead of the trends that can be foreseen. Many of today’s trends are 
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Foreword 


the result of the rapid creation of information and its dissemination 
through electronic links among corporations. Interorganizational infor¬ 
mation systems and the information content of products and services 
are important themes of the book. They should be, for they will trans¬ 
form the relationships among suppliers, customers, and regulators just 
as certainly as computers and telecommunications transformed admin¬ 
istrative functions in the 1970s and 1980s, 

One of the most exciting notions in Strategic Choices is a process for 
linking the firm’s vision, strategy, tactics, and implementation plans to 
gain competitive advantage. This linkage analysis planning technique 
provides a powerful tool for ensuring that the strength of a corporate 
vision is actually translated into operational programs and actions. An¬ 
other extremely useful concept is the use of above-the-line revenue gen¬ 
eration activities and below-the-line cost savings as a way to evaluate the 
projects and agendas generated by strategic thinking. 

I hope you enjoy and profit from this excellent addition to the lore 
of strategic thinking, 

Brandt Alien 
University of Virginia 



Preface 


Dynamic and global changes are occurring in today’s business, education, 
and government environments. Our industries, our public institutions, 
our jobs—the very fabric of our lives—-are undergoing drastic change. 
These changes have been described as chaotic. We are living in a world 
where technology is reshaping our lives, where globalization of the econ¬ 
omy is changing the rules of competition, and where a transition to the 
Information Age is both opening up and shrinking the world. The pop¬ 
ulations of the developed countries are aging, and we are facing signif¬ 
icant skills shortages. At the same time the populations of the under¬ 
developed countries are becoming increasingly better educated and more 
aggressive. In this environment time, unless we effectively exploit it, may 
be one of our most formidable enemies. We must make no assumptions 
about the changes that are occurring. 

How can our business, education, and government organizations suc¬ 
cessfully compete and survive in an increasingly hostile world? What can 
we do today to regain the initiative and to successfully compete in a 
world where yesterday’s rules do not apply? What are the new manage¬ 
ment tools that will help us plot a successful course in the future? The 
realities of the new environment will test every leader in every organi¬ 
zation. We must achieve new levels of organizational effectiveness and 
teamwork in all sectors of the economy if we are to successfully compete 
and raise our standard of living. It is critical that we clearly understand 
the changes that are occurring. We must adopt new leadership ap¬ 
proaches if our organizations are to survive in tomorrow’s world. Amer- 
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ica’s edge has been dulled, and the job of rehoning its steel is in the 
hands of us all. 

Like many other books before it, this book describes the challenges 
we face. But it goes much further and provides a powerful set of new 
management tools that have assisted managers in both large and small 
organizations, in both the private and public sectors, to significantly raise 
the level of effectiveness of their organizations. These tools can help us 
to formulate a strategic vision- for the organization. This vision can help 
the organization to identify new ways to achieve what Michael Porter 
and Victor Millar, in a landmark / laniard Business Review article, have 
termed “substantial and sustainahle competitive advantage.” This book 
describes visual techniques for strategic thinking that can help in eval¬ 
uating business decisions and in identifying tomorrow's opportunities. 
It provides a new set of lenses for viewing today’s environment and the 
new environments that are emerging. These new lenses aid in visualizing 
the linkages that exist between key elements in the environment of today 
in order to help choose the investments that the organization must make 
to remain competitive tomorrow. It provides a new vocabulary for ef¬ 
fectively communicating the strategic vision and embedding it firmly in 
the organization’s management culture. 

Chapter 1 characterizes the environment of the 1990s, describes the 
major challenges that leaders will face in the new environment, and 
emphasizes that what is needed to cope with this environment is strategic 
thinking followed by strategic action. 

The chapters in Part 1 present new ways of thinking that will help in 
formulating a strategic vision for yourself, for your department or di¬ 
vision, and for your enterprise as a whole. In formulating a vision, we 
must understand the waves of innovation through which the organiza¬ 
tion is passing with respect to the use of technology, determine new ways 
of exploiting experience curr>e strategies, and identify how the organi¬ 
zation can begin to redefine the power relationships that exist in the 
organization’s sector of the economy, This leads to an understanding of 
why we must begin viewing the organization as part of an extended 
enterpiise to help visualize how electronic c ha finds can provide new ways 
of operating in the extended enterprise environment. 

Part 2 discusses techniques for developing effective strategies for 
achieving the vision that Part 1 helps to form and articulate. It discusses 
the changing roles of management in today’s environment, describes the 
new mindsets that are required for the organization to remain compet¬ 
itive, and shows ways in which the organization can restructure its chan¬ 
nels for distributing products and services as well as disseminating in¬ 
formation and knowledge. 

Part 3 presents new methods for doing the planning that is necessary 
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for achieving strategic advantage. These planning methods help in ap- 
plving the concepts discussed in Parts 1 and 2. They can be used by an 
individual or by the manager of a department or division in achieving 
strategic advantage in any area of the organization; however, their great¬ 
est impact will be felt if they are used at the highest levels of management 
to guide the strategic planning for the entire organization. The planning 
techniques presented in Part 3 provide a proven, effective, and powerful 
alternative to the cumbersome strategic planning techniques that orga¬ 
nizations have used in the past. The new simple, sensible planning tech¬ 
niques described in Part 3 make no assumptions. They can be used to 
aid in forming a vision, actualizing that vision, and building the new 
organization that is required to innovate and he successful in our dynamic 
and competitive world. 

It is our hope that Strategic Choices will have a significant impact on 
vour own performance on the job. We also hope that this book will have 
an impact on restructuring and repositioning organizations in the United 
States for competing in the 1990s and beyond. Finally, we hope it will 
contribute in a small way toward reasserting the economic strength of 
America. 
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Innovative Leadership is the ability to ... 

■ Formulate a vision for achieving strategic advantage 

■ Create strategies and plans for adapting and innovating 
in the changing environment 

■ Develop tactics for implementing the strategies and 
plans 

■ Implement the vision by empowering individuals with 
the necessary skills 

... leading to new levels of organizational effectiveness. 
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New Leadership 
Challenges 


Introduction 

As the preface to this hook has pointed out, the dynamic and challeng¬ 
ing environment of the 1990s is creating new exposures as well as new 
opportunities. The changes that are occurring are having a major im¬ 
pact on the operations, marketing, and distrihution strategies of all 
types of enterprise, in both the private and public sectors. Our chal¬ 
lenge in the 1990s will be to develop and continually evolve effective 
strategies and tactics that individuals and organizations require to ex¬ 
ploit the changes that are occurring. Many of these changes are techno¬ 
logical in nature, and we must understand the capabilities of the new 
technologies that leading organizations are already employing. The au¬ 
thors are convinced that between the years 1990 and 2000 we will wit¬ 
ness a technological revolution the likes of which the world has never 
seen. The radical changes that are occurring are already restructuring 
our economy and will require profound changes in the way we manage 
our organizations. For many, the issue will be either to exploit the new 
technologies or to be exploited by those organizations that do, 

A question that we must ask is this: Is our organization a technology 
leader or a technology follower? Are the strategies that the organization 
is pursuing proactive with respect to technology or reactive? Strategy in¬ 
volves thinking and deliberate decision making—management con¬ 
sciously thinking ahout and selecting one course of action over another. 
But does the organization consciously think about technology when de¬ 
veloping strategic plans? The answer to this question may be the same 
as the answer to the questions we asked at the beginning of this para¬ 
graph. The relationship between technology and strategy has tradition- 
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Chapter One 


ally been a reactive one, and a company’s posture toward technology 
typically follows from its overall corporate strategy. Typically, no em¬ 
phasis has been given to the relationship in the opposite direction—on 
how technology can itself shape the corporate strategy. It is no longer 
appropriate to develop strategic plans in a vacuum and then try to iden¬ 
tify the technology that is required to implement those plans. Thinking 
about technology must now be an integral part of the strategic planning 
process. The strategy makers must have a firm grasp of technology— 
past, present, and future—in order to do a good job of strategic plan¬ 
ning. 

It is important, however, to note that technology alone will not create 
strategic advantage. Choosing the targets for the application of technol¬ 
ogy, developing appropriate strategies, and correctly positioning the or¬ 
ganization are all essential steps in using technology effectively. Much 
has already been written on the use of technology to achieve strategic 
advantage, and we will provide many examples of what leading organi¬ 
zations have already done. But little has been said or written about how 
individuals, in organizations like your own, can repeat what these lead¬ 
ing organizations have done. In this book, we present tools that you can 
use to help your organization identify opportunities for achieving stra¬ 
tegic: advantage. 

Wc begin this introductory chapter by analyzing tbc business environ¬ 
ment as it has existed in the past and as it exists today. We then show 
how our environment is rapidly changing and examine the transitions 
that will be needed for success in the 1990s, We then contrast the goals 
of the traditional business planning techniques that wc have used in the 
past with the requirements for new strategic planning techniques. We 
then conclude this introductory chapter by presenting a simple plan¬ 
ning model that you can use to assess your own position with respect to 
innovation and your organization's position as well. 


Analyzing the Business 
Environment 

Lei us begin by looking at the business environment that existed in the 
United States immediately after World War II. After all, we must know 
where we have been before we can decide where we want to go. After 
World War If, the United States began to play an increasingly impor¬ 
tant role in the world economy. Its greatness in this simpler time was 
based on: 

■ Abundant natural resources 

■ A superior educational system 
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■ A superior manufacturing and agricultural base 

■ Inexpensive skills 

■ Inexpensive and abundant energy 

■ Technical leadership 

■ Abundant capital 

■ A superior transportation infrastructure 

■ A superior communications system 

All the preceding were unmatched in the world and in aggregate pro¬ 
vided America with overwhelming advantages in the global market¬ 
place. But now let us contrast this environment with the environment in 
which we find ourselves today. Figure 1-1 illustrates many of the impor¬ 
tant strategic environmental forces that are at play today in the United 
States. T'he following describes some of the ways in which these forces 
are affecting the U.S. economy: 

1. The United States no longer enjoys many of the strategic advantages 
that it had immediately following World War II. 

2. Because we have lost many of our strategic advantages, our compet¬ 
itiveness as an economy has become dramatically diminished. 

3. We now live in a global economy in which competition is becoming 
an increasingly important issue. Of great importance to the compet¬ 
itive environment will be the European Economic Community of 
1992 and the changing Eastern Europe. The growing role that Ja- 



Flgure 1-1. Strategic environmental forces having an impact on the U.S. 
economy. 
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pan, the Patifit: Rim countries, and some South American nations 
are playing in the global marketplace is also having a significant af¬ 
fect on the ahility of U.S. business to effectively compete. 

4. Changing demographics is beginning to suggest that we may no 
longer have an abundance of the skills needed to drive the economy 
using yesterday’s management techniques; the leveraging of our 
knowledge resources will become increasingly more critical. 

5. Technology is playing an increasingly important role in all types of 
organization as we move toward an knowledge-based economy. 

(i. firne has become our most critical resource. In the past, we had am¬ 
ple time to react to changes that occurred in the business environ¬ 
ment. We now often have little time to react. Technology and rhe 
rapid rate of technological innovation is rapidly shrinking both time 
and distance. 

So we now live in an era where classical industry definitions arc blur¬ 
ring and powerful interdependencies exist. In essence, the playing 
fields have all been leveled. We live in an information age, in which 70 
percent of the economy is driven by information; therefore technology 
is playing an ever-expanding role in our lives. The leaders achieve suc¬ 
cess in this environment only by effectively managing technology; the 
followers can only respond to the innovations of others. The f ollowers 
are at risk because a follower’s strategy may not be sustainable. 

This new environment may he threatening to many, but it can also be 
advantageous for those w r ho are able to exploit the changes that are oc¬ 
curring. But, whether you choose to view the new environment with ap¬ 
prehension or with anticipation, it is abundantly dear to us, and we 
hope to make it equally clear to you, that it will no longer be possible lot 
American business to operate in the same manner as we have done in 
the past. 


Lack of Road Maps 

A key characteristic of today’s environment is that there is a lack oj road 
maps. Many have described today’s business environment as chaotic , as 
evidenced by books like Tom Peter’s Thriving on Chaos. 1 Other books, 
such as Botlom-Up Marketing, appear to question the entire role of mis¬ 
sion statements, strategy, and long-range plans and seem to advocate 
placing all responsibility for these activities in the hands of individual 
line managers.' We disagree. Today’s business environment may be 
chaotic, but even within nature’s most complex and dynamic systems, 
we can find order if we look hard enough. The order in today’s business 
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environment may be hidden to some, but it exists. A few are already 
finding a vision of direction in today’s environment, and they will be 
among the winners. A key to creating the new road maps that we need 
is to find the patterns in what appears to be a chaotic and constantly 
changing environment and then to exploit these to achieve strategic ad¬ 
vantage. The leaders of the 1990s will be the ones who are able to see 
order within the chaos that others perceive and who know how to use it 
to write the new rules of competition. 


The Elephant and the Blind Men 

Many of today’s organizations operate in a way reminiscent of the blind 
men who were asked to describe an elephant. One touched a leg and 
said, “It’s a tree,” another the tail, “It’s a rope,” a third the elephant’s 
side. ... vou know the story. In the same manner, many individuals are 
focusing only on their own small, internal piece of the enterprise, like 
marketing, R&D, or manufacturing. Individual managers are often un¬ 
able to clearly articulate the vision, goals, and objectives of the organi¬ 
zation as a whole; as a result they do not function as a team. 

Organizations today are surrounded by powerful external strategic 
forces, some of which are shown in the form of clouds surrounding the 
organization in Figure 1-2. Many individuals in the organization do not 
even perceive these forces, some of which may be threatening storm 
clouds. The issue has become threefold in today’s environment. First, 
the entire management team must understand the powerful forces that 
are emerging that represent both opportunities and threats. Second, in¬ 
dividual managers must work together and have a single unified view of 
the organization. Third, the entire management team must be ahle to 
understand and communicate what is required to guide the organiza¬ 
tion and mobilize it to action. It is clear to us that what is required in 
the organizations of tomorrow is a new level of organizational effective¬ 
ness. 


Increasing Organizational 
Effectiveness 

Now that we have a better understanding of the environment in which 
we are operating, we can focus on increasing the level of effectiveness of 
our organization. To a great degree, organizational effectiveness de¬ 
pends on three factors: exploiting time to achieve strategic advantage, 
making the right investments, and setting appropriate business goals. 
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Figure 1-2. Different views of the elephant. 


Time as a New Source of Strategic 
Advantage 

Now that the United Suites no longer enjoys many ol'the advantages il 
had in the past, a new source of competitive advantage has emer ged— 
time. George Stalk, Jr., in a Harvard Husiness Review article .staled:'* 


As a strategic weapon, time is the equivalent of 
money, productivity, quality, even innovation. 
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The wavs in which leading companies manage time—in production, in 
new product development, and in sales and distribution—represent one 
of the most powerful new sources of strategic advantage available today. 
For example, in manufacturing, the factory accounts for one-third to 
one-half of the total time associated with getting a product to the mar¬ 
ket. The sales and distribution functions typically consume as much or 
more time than manufacturing. Many innovative manufacturers have 
found that inef ficient sales and distribution operations have often un¬ 
dercut the benefits of the flexible manufacturing systems that they have 
had the foresight to create. In the future, time will be a key factor in the 
measurement of an organization’s long-term success, and much of this 
book deals with exploiting time to create strategic advantage. A number 
of elements are required for organizations to exploit time in achieving 
the new levels of effectiveness that will be necessary in the 1990s. These 
elements are summarized in Figure 1-3 and are described as follows: 

1. Nett 1 lenses that will enable us to dearly perceive the forces that are 
at work both within the organization itself and in the external en¬ 
vironment 

2. Simple, effective techniques for strategic thinking that we can use to 
assist in business planning 

3. A strategic vision that will allow us to visualize opportunities, as¬ 
sumptions, exposures, tradeoffs, priorities, and key survival issues 



Figure 1-3. Elements in achieving a new level of organizational effectiveness. 
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4. A common language that we can use to communicate information 
about the new environment within the organization 

5. Buy-in and a sense of ownership of the strategic vision by the entire 
management team 

6. The ability to be responsive to changes that occur botlt within the 
organization and in the external environment 

7. The ability to recognize the need for and make inflight adjustments 
to strategic plans 

8. New methods for picking the winning projects at all levels in the or¬ 
ganization, and for pushing the decision-making process further 
down 

9. Newer types of teamwork than were required in the past 

10. A high level of innovation and entrepreneurship in all aspects of the 
organization 


Making the Right Investments 

Another key element in achieving organizational effectiveness is the 
ability to choose the right investments—we must be able to accurately 
pick the projects that offer the highest payoff. In doing so we must con¬ 
tinually redefine what is an acceptable payoff. Yesterday's risk and re¬ 
turn analyses are often no longer sufficient. The definitions of an or¬ 
ganization’s success are constantly changing as markets, conditions, and 
the rules of the game change. An important job in the new environment 
is to analyze the business case for potential strategic investments in tech¬ 
nology, new markets, and new products and services. In doing this, we 
must ask the following questions: 

1. How much have we been investing in strategic opportunities? {The 
management team often does not know.) 

2. How do we stack up against the competition in strategic investments, 
new markets, new channels? {A difficult question to answer objec¬ 
tively, but the most important question that we can ask in today’s en¬ 
vironment.) 

3. What impact does technology have on the corporate management 
process? {In many enterprises almost none.) 

4. Where in the enterprise should future strategic investments be 
made? (// often should not be in the same areas in which investments 
have been made in the past.) 

5. How are we allocating our strategic resources? (We often should not 
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be simply dividing up available resources among all the business units 
or trying to play catch up.) 

6, What are the important projects and how much will each contribute 
to corporate growth, profitability, and in some cases survivability? 
(These decisions are too important to be made in isolation , by the op¬ 
erational managers traditionally responsible for applications of tech¬ 
nology. ) 

7. How can the organization exploit both change and time across all 
functions in the organization? (As we mentioned earlier, time is an im¬ 
portant source of strategic advantage in today’s rapidly changing en¬ 
vironment.) 

When you Finish this book, you will feel dif ferently about your an¬ 
swers to these questions. Good answers to the preceding questions imply 
a comprehensive plan for future investments. They can help in setting 
appropriate business goals that can lead to strategic advantage. It is in¬ 
teresting to note that executives in other countries often answer the 
above questions and, therefore, set business goals, in significantly dif¬ 
ferent ways than managers in the United States. 


Business Goals 

Management studies have been done in which U.S. executives, Japanese 
executives, and European executives have been asked to rank their key 
business goals. Japanese executives tend to rank their goals in this se¬ 
quence: 

1. Revenue 

2. Market share 

3. Lowest cost 

4. Service 

5. Profit 

Notice that revenue is at the top, but that profit is at the bottom. Jap¬ 
anese executives tend to feel that if the first four goals are met, profit 
will come automatically. Executives in the United Slates tend to rank 
profit much higher initially. However, they often revise their priorities 
to the above ranking on the second round, after they see the Japanese 
results. Also, U.S. executives often listed quality as an important objec¬ 
tive; the Japanese did not. When questioned about this, the Japanese 
executives stated that high quality is a part of their day-to-day habits, 
and so it did not occur to them even to list it. 
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Profit is, of course, important- However, it is now becoming deal that 
the most important goal of business should not be profit alone. James C. 
Abegglen’s and George Stalk Jr.’s article “The Japanese Corporation as 
Competitor* clearly shows that there is a “winner s competitive cycle" at 
work in successful businesses in all free market economies .' 1 This cyc le is 
very evident in Japan because of that country's rapid growth since 
World War II. We agree wholeheartedly with the following statement 
made by Abegglen and Stalk: 

For a company to csiahlish a “winner's competitive cycle" it must 
grow faster than its competitors. This means that the company must 
increase its market share so that its volume ol business will increase 

at a higher rate than that of its competitors_Once a superior rale 

of increase is established, a virtual cycle begins: with increased vol¬ 
ume, relative to competitors' volume, comes decreased costs. With 
decreased costs comes increased profit ability and I manual strength. 
More cash is availahlc internally and from external sources lo fund 
growth- This cash is then reinvested ill the business in ways that will 
yield further increases of market share and a replay of the winning 
cycle. 

So to be successful in today s environment, an organization must con¬ 
centrate on increasing revenue hy expanding its markets rather than 
protecting the markets it already has, even at the expense of short-term 
profit- This will open up new markets and create new revenue streams 
that will allow the organization lo better target and fund future oppor¬ 
tunities. Such a strategy automatically leads to higher profits. As the 
Japanese have demonstrated, market share becomes a key driving force 
in today’s environment. If the organization is able to gain significant 
market share, it will then be in a better position to move into other areas 
and be better able to provide enhanced services to customer s. We will 
have a lot more to say about this in Chapter H. 

We question the wisdom of defensive strategies for an organization 
that is in a rapidly changing, highly competitive environment. Defensive 
strategies usually lead to protectionism, loss of customer sensitivity, and 
dulling of the competitive edge. Such strategies leave an organization 
open to being exploited by the competition. For example, some key 
players in the automotive industry in the United States have held back 
in recent years and have not tried to capture market share; instead, they 
have tried to defend their tenuous positions. As a result, foreign com¬ 
petition is becoming a major problem for them. The information sys¬ 
tems departments in many organizations have also adopted defensive 
strategies that have led lo the “glass house" mentality. This lias alien¬ 
ated them from the users they are supposed to serve. The steel industry 
has responded to foreign competition by attempting to erect barriers to 
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competition using tariffs. We feel strongly that what we need in the 
United States today are offensive strategies that are guided by a dearly 
articulated strategic vision. 


Formulating a Strategic Vision 

An effective strategic: vision is of critical importance to success in today's 
environment. Executives and managers at all levels must work together 
to form and dearly articulate a strategic vision. Managers at all levels 
must then clearly understand this vision and must effectively communi¬ 
cate it to everyone in the organization. The entire management team 
must work to ensure that the concept of a strategic vision becomes wo¬ 
ven into the very fabric of the organization and becomes an integral 
part of the management culture. The strategic business vision provides 
a framework within which the entire enterprise operates. A clear stra¬ 
tegic vision allows the enterprise to estahlish its highest level goals and 
to formulate the plans necessary to achieve those goals. 

Communicating the vision is as important as formulating it. Many a 
strategic vision has failed to materialize because it was not effectively 
communicated to those who were required to implement it. It is inter¬ 
esting to note that Roger Smith, who presided over General Motors 
during a time when GM experienced a drop in the company's share of 
the U.S. automohile market from about 45 percent in 1981 to about 5b 
percent in 1988, stated: 

.. . I sure wish I’d done a better job of communicating w ith GM peo¬ 
ple. I’d do that differently a second time around and make sure they 
understood and shared my vision for the company. Then they would 
have known why I was tearing the place up, taking out whole divi¬ 
sions, changing our whole production structure_I never got all 

this across. ...When 1 saw that our people didn’t understand my vi¬ 
sion for GM, I knew I had to go hack and get them on board. Today 
everyone wants in on the vision/’ 


The Changing Focus of Top 
Management 

A vision of one sort or another has always focused the activities of suc¬ 
cessful senior executives. However, the characteristics of this vision has 
been changing over the years. (See Figure 1-4.) Each step up in Figure 
1-4 also includes the requirements from the previous step, thus making 
the vision that has been required of a successful executive tougher to 
achieve with each decade. 
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Figure 1-4. Changes in executive vision over time. 


■ In the 1950s we exited the war years, and the U.S. economy was at 
that time unchallenged in the world. The management culture of the 
period led to an executive vision that encompassed management con¬ 
trol systems for controlling inventory, payroll, costs, and so on. 

■ In the 1960s we saw people as our most important asset, anti the lotus 
was on people managers. A vision that espoused management by objec¬ 
tives and performance plans became prominent. 

■ In the 1970s the U.S. economy began to be challenged, and the focus 
of executive vision changed to charisma, and leadership. 

■ in the 1980s we awoke to discover increased levels of competition and 
massive trade deficits, and attention of executives changed again to 
management by creativity. 

In the 1990s traditional management techniques will not be enough, 
even when they are combined with charisma and creativity. The vision 
must now include innovation and a sense of urgency. Senior executives 
must identify the strategic opportunities and must then make the right 
things happen quickly. In today’s environment, a creative idea not im¬ 
plemented, or implemented too late, has little or no value. Technology 
and world demographics are changing too quickly for us to spend years 
planning to implement an idea. Management must be willing to take 
risks and become more entrepreneurial. We must also recognize that 
time, unless it is effectively exploited, is not necessarily an ally but is of¬ 
ten a formidable enemy. Anyone can have an idea. It is timely innova¬ 
tion that counts. In hindsight, what is required becomes ohvious; but 
when doing business planning, it is difficult to differentiate the evolving 
strategic environmental changes from ail other forces at work in the en¬ 
vironment. 
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Strategic Thinking 

In today's business environment, a lot of people are thinking —even do¬ 
ing strategic thinking in many cases—and a lot of people are involved in 
tactical action. But not many people are doing what we feel is of critical 
importance to American husiness: 


Strategic thinking followed by strategic action. 


In strategic thinking , we must first seek a clear understanding of the 
elements and competitive forces at work in the marketplace. We can 
then make the fullest possihle use of brainpower to restructure the en¬ 
vironment. Strategic actions require that we harness management at all 
levels in the organization to formulate and execute timely implementa¬ 
tion plans. However, the strategic planning techniques we have used in 
the past may not be the ones we should be using in the future. 


Traditional Strategic Planning 

The idea of strategic planning is certain to conjure up images in your 
mind of traditional, tedious long-range planning sessions, in which a 
group of managers create thick, leather-bound planning documents. It 
is our contention that the strategic business planning tools and tech¬ 
niques that are used today in American business, when strategic plan¬ 
ning is done at all, are mostly out of date and obsolete. Thick planning 
documents and tedious long-range-planning sessions no longer address 
the important issues that today’s organizations must address. Their re¬ 
sults are too detailed, and few people in the organization make use of 
their findings. We can make the following observations concerning the 
business planning techniques that organizations use today: 

■ They were developed for a different era when the business environ¬ 
ment was simpler, changed more slowly, and had rules that were 
more clearly defined. 

■ They tend to focus on achieving marginal productivity gains instead 
of totally restructuring existing processes for increased overall effec¬ 
tiveness. 

■ They are too difficult to use and too time-consuming for executives to 
effectively employ them. 

■ They are rule-oriented and tend to stifle creativity and contribution 
by participants in the planning process. 
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Many of the management consultants that specialize in turning 
around organizations that are in trouble have found that a high per¬ 
centage of the ideas that are required to set things right come from peo¬ 
ple who are already part of the organization. The ideas were there all 
along, hut the planning process did not find them. After discussing stra¬ 
tegic planning with hundreds of executives, we have made the following 
observation: 


The thicker the planning document, 
the less likely it will be read. 


If the planning document is not read, it is unlikely that the plans it 
contains will be implemented. I'he techniques for strategic thinking de¬ 
scribed in this book are designed to avoid long, dreary planning sessions 
and thick, dusty planning documents. Our techniques locus on methods 
for creating a management culture that encourages strategic thinking 
and strategic action. They can he used to formulate a strategic vision 
that can then be communicated to all levels of management. 

We can now introduce the innovation arrow —our way ol structuring 
the strategic business planning that we feel is necessary if American 
business is to achieve the kinds of results it must achieve in order to re¬ 
main competitive. 


The Innovation Arrow 

Strategic thinking must be a continuous cycle. The cycle begins with for¬ 
mulating a strategic vision for the organization, proceeds through cre¬ 
ating strategies that determine how the vision can be used to guide the 
organization’s efforts, continues with developing appropriate tactics to 
implement the strategic plans, and leads to the implementation and op¬ 
erational steps that all members of the organization must carry out in 
the day-to-day running of the enterprise. The innovation arrow, shown 
in Figure 1-5, summarizes these steps. All the steps must be tarried out 
if the organization is to achieve strategic advantage and survive in the 
changing environment of the 1990s. And, what is most important, once 
an organization gets all the way down the innovation arrow, it is essen¬ 
tial that the strategic thinking cycle begin again and be continually 
repeated. The techniques for strategic thinking described in this book 
will provide you with a new vocabulary that will allow you to better an¬ 
alyze, position, and communicate business considerations and technical 
issues. 
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Figure 1-5. The innovation arrow. 


Strategic 

Advantage 


The Role of Top Management 

Many would assume that it is the job of top management to do the re¬ 
quired business planning, and that the role of middle management is to 
carry out those plans. But we have found that in many organizations the 
crucial planning tasks have been delegated to a middle management, 
staff strategic planning or long-range planning department. A key 
theme of critical importance, which we emphasize again and again, is 
that this is wrong. Top management must drive the strategic business 
planning process. Only top management fully understands the charac¬ 
teristics of the competitive arena. Business planning is too important to 
be delegated to middle management. 

Although top management involvement is of paramount importance, 
it is also important for more technically oriented executives to partici¬ 
pate in the business planning process. It is only they who fully under¬ 
stand the technical environment. This implies that in your role as a 
manager, you must focus not only on management expertise but on 
technical awareness as well. Effective strategic business planning re¬ 
quires the joint skills of top management and technical management to 
effectively chart the course that the enterprise must follow in exploiting 
technology to gain strategic advantage. Once the enterprise has a dear 
strategic vision, technical staff can develop detailed tactical plans that 
validate the overall business vision and determine the best ways to im¬ 
plement the strategies. 


Executive Thought Processes 

Elliot Jaques, director of the Institute of Organization and Social Stud¬ 
ies at England’s Brunei University, has made some useful observations 
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about the thought processes of executives. These were describee! by 
Walter Kiechel in the Fortune article “How Executives Think." 1 ' Accord¬ 
ing to jaques, a growing body of research suggests that managerial 
minds work differently from everyone else’s. At the heart of Jaques’s 
findings is a concept he calls the lime frame of the individual. Individ¬ 
uals vary radically in terms of the time periods they can think out, or¬ 
ganize, and work through. Most of the population is never capable of 
more than a 3-month time span. In the business world, this 3-month 
time span may actually be a by-product of the common re<|iiircmctii for 
quarterly financial reports. At the top of successful organizations sit 
chief executives who can cast their minds forward to encompass die 
next 10 or more years. Only one individual out of several million, 
Jaques estimates, is ever capable of a 20-year time frame. This ability, 
much sought after in executives, is one aspect of the strategic vision we 
have heen discussing. Appropriate long range planning is a key ingre¬ 
dient to identifying an effective strategic vision. This book presents 
techniques that will help in crossing the bridge from 3-month planning 
to long-term strategic thinking. 

As we have shown, strategic advantage is not achieved in one step, it 
happens only by executing all the steps in the innovation arrow. The 
future belongs to those who can think and act strategically no matter 
what their role is in the organization. Communicating and materializing 
the vision throughout the organization to achieve strategic advantage is 
not easy, but these steps are necessary lor the organization to choose the 
winning projects and to then be able to quickly implement them. 


Right Brain/Left Brain 

Time and again, good projects fail to make it all the way down the in¬ 
novation arrow. This is because we often fail to recognize that imple¬ 
menting all the phases of the innovation arrow involves two fundamen¬ 
tally different types of thought and planning process. An interesting 
discussion of the differences hetween traditional, ac¬ 

tivities that largely involve the left hemisphere of the brain and more 
innovative vision formulation activities that use predominantly the right 
hemisphere of the brain can be found in a Harvard Business Review 
article by Henry Mintzherg. According to Mintzberg: 

If the organization goes the route of systematic planning, I suggest 
that it will probably conic up with what can be called a ''mainline” 
strategy. In effect, it will do what is generally expected of organiza¬ 
tions in its situation; where possible, for example, it will copy the es¬ 
tablished strategies of other organizations. If it is in the automobile 
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business, for instance, it might use the basic General Motors strategy, 
as Chrysler and Ford have so repeatedly done. 

Alternatively, if the organization wishes to have a creative, inte¬ 
grated strategy, which can be called a “gestalt strategy,” such as 
Volkswagen’s one in the 1950s, then I suggest the organization will 
rely largely on one individual to conceptualize its strategy, to synthe¬ 
size a "vision” of how the organization will respond to its environ¬ 
ment. In other words, scratch an interesting strategy, and you will 
probably find a single strategy formulator beneath it. Creative, inte¬ 
grated strategies seem to be the products of single hrains, perhaps even 
of single right hemispheres.' 

A major objective of this book is to provide methods for harnessing 
and channeling the creative, right-brain activities of individuals and go¬ 
ing beyond the traditional systematic planning activities. The planning 
techniques we discuss allow all levels of management to work together 
to identify an effective strategic vision that will guide the efforts of the 
entire management team. 

The phases in the innovation arrow can be divided into two pails, 
each of which uses different types of thought process. Figure 1-6 shows 
these as the identify process and the define process. 


The Identify Process 

In the identify process, high-level decisions are required that are often 
highly intuitive and qualitative—right-brain oriented. Formulating a 
strategic vision of where the organization should be headed is largely an 
intuitive, qualitative, right-brain-oriented task. The thought processes 
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Figure 1*6. The identify and define processes shown on the innovation arrow. 
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involved in the identify stages involve conducting subjective brainstorm¬ 
ing sessions, evaluating market forces, finding and highlighting oppor¬ 
tunities, and choosing the winning projects. These are the thought pro¬ 
cesses that lead to an effective strategic vision. 


The Define Process 

The define process involves operational stages that are logical and 
quantitative—left-brain oriented. It is at these stages that operational, 
bottom-up tactical planning and implementation take place. These steps 
constitute the “systematic planning” that Mintzberg refers to. Most ex¬ 
isting strategic planning techniques are logical and left-brain oriented 
and involve only these systematic planning techniques. Used in isola¬ 
tion, they will generally result only in “mainline" strategies. Although 
many of these techniques are important to running the organization 
and formulating business plans, they cannot be effective unless the 
right-brain thought processes are used first to establish a deal strategic 
vision. 


Bridging the Gap 

It is important to realize that there is a communications gap between the 
identify thought process and the define thought process, shown with the 
diagonal line in Figure 1-6. In the identify process, top management sets 
projeet priorities and exits the process; in the define process, project 
implementors enter the picture. When the organization identifies 
projects that will help the organization achieve strategic advantage, it is 
important that top management does not simply ‘‘throw the project 
over the transom” to the dcTmers. Before the executives complete the 
strategic planning process, it is essential that they determine what is im¬ 
portant tor the success of an identified projeet and what means can he 
used to communicate this. In other words, top management must bridge 
the gap between the identify part of the planning process and the define 
part. Good communication is required to jump this hurdle. In an envi¬ 
ronment that is characterized by a proliferation of niche markets, com¬ 
munication throughout all levels of the organization is critical- We must 
continually ask ourselves the following question: 


How can we gain a continual recommitment of our employees in 
addressing the challenges in the new environment? 
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Thus far, we have analyzed the business environment in which we 
find ourselves, we have shown how the environment is rapidly chang¬ 
ing, and we have discussed the need for new levels of organizational ef¬ 
fectiveness. We then contrasted the traditional strategic planning tech¬ 
niques of the past with the new forms of strategic thinking and strategic 
action that are required in today's environment. We now conclude this 
introductory chapter by presenting a simple planning model that you 
can use to see how you view- yourself, and your organization, too, with 
respect to innovation. 


The Innovation/Impact Model 

The Innovation!Impact Model , shown in Figure 1-7, allows us to posi¬ 
tion typical patterns of action with respect to two key variables. The first 
variahle, plotted on the vertical axis concerns extraordinary actions re¬ 
lating to innovation, creativity, and strategic differentiation. The second 
variable, plotted on the horizontal axis, concerns the extraordinary ef¬ 
fect on the environment that these actions have. We can use the 
Innovation/Impact Model to get an idea of where we fall in this context, 
and we can .use it to gain a view of how the organization relates to the 
variables. By analyzing the relationships between the two variables, we 
can group typical actions into the four broad categories shown in the 
chart. 


Lost Opportunities 

An individual or organization whose actions lend to lie in the lowllow 
quadrant rates low in innovation and also low in impact. Organizations 
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and individuals that stay in this quadrant will not he the innovators. 
They may not even be the survivors. This quadrant might be a useful 
haven between forays into the “Purposeful Action’’ quadrant. But in 
today’s environment, we must not remain here tor long. For example, 
we may decide that innovative initiatives constitute such a risk i ight now 
that we dare not attempt them. We might categorize those that remain 
in this quadrant for extended periods of time as imitators. An imitator 
does not play the role of an innovator and does not have a great impac t 
on the organization or the industry. 


Wasted Energy 

In the high/low quadrant are those individuals or organizations that rate 
high in innovation but low in impact. If we find ourselves here, it had 
better be only for a short time in response to some clear market need. 
For example: “Everyone else is doing it." Change and innovation is 
costly, and we want to avoid being forced to enter this quadrant in re¬ 
action to some external pressure. We might categorize those that re¬ 
main in this quadrant as problem solvers who are constantly reacting to 
external forces rather than creating real change. They may have inno¬ 
vative ideas, but they do not have enough impact to drive the new ideas 
into the market, These individuals or organizations may not be in a po¬ 
sition to take the required risks to exploit their ideas. 


Thoughtless Action 

Those whose actions are in the loiolkigk quadrant rale low in innovation 
but high in impact. An organization in this category might be one that 
continues to run current operations with higher and higher efficiency, 
even though the lifetime of the product or service it of fers may be com¬ 
ing to an end. These might be the market leaders from a bygone time 
who will soon have difficulty keeping up with the new leaders. Many 
companies were innovators in the past but have been unable to produce 
new innovations to continue their growth. We might call those that re¬ 
main in this quadrant problem creators. Organizations in this category 
are usually unwilling to take required risks or are not able to take an 
innovative role in planning the organization’s future. Individuals com¬ 
fortable in this quadrant of the chart include those “process caretakers” 
in jobs where reward and promotion are based on their ability to avoid 
making mistakes. Some of the comments heard from individuals in this 
quadrant include, “Don’t make waves,” or, “If it ain’t broke, don’t f ix it.” 
However, as Will Rogers once said: 



New Leadership Challenges 


21 


Even if you’re on the right track, 
you’ll get run over if you just sit there. 


Purposeful Action 

Those whose actions are largely in the high/high quadrant rate high in 
innovation and also have a high impact on the environment. Organiza¬ 
tions that remain in this quadrant have the innovative ideas and are able 
to exploit them. If we can place ourselves into this category, we will be 
positioned to help the organization reach new levels of effectiveness in 
achieving strategic advantage. We might categorize organizations in this 
quadrant as the innovative leaders that use novel ideas to change the 
very structure of their industry and to find new ways of competing. 
Taking yourself and your organization into the purposeful action quad¬ 
rant is what this book is all about. 


Conclusion 

Where are you and where is your organization with respect to the two 
key variables in the Innovation/Impact Model? Are you willing to step 
up and take the necessary risks and accept the challenges that are nec¬ 
essary to revitalize your organization and become an innovative leader? 
Has your organization begun making the necessary investments in time, 
capital, and technology? Does your organization have a strategic vision? 
Has your organization made an effort to communicate its vision 
throughout the organization? Is the vision understood and can it be 
clearly articulated by the entire management team? Strategic advantage 
is not achieved in one step; but by executing all the steps in the innova¬ 
tion arrow. It cannot be achieved in a one-time, one-step event. In order 
for it to be sustainable, the process must be continuous and must be 
used hy all members of the organization. The remaining chapters of 
this book focus on specific methods for enhancing the effectiveness of 
the organization and helping to achieve strategic advantage in today’s 
chaotic environment. 
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PART 1 

Vision 


In the chapters in Part 1, we discuss formulating a shared strategic 
vision—the first phase of the innovation arrow (Figure PI-1,). These 
chapters lay out steps for changing your view of the business 
environment and for assessing and visualizing the strategic position of 
the organization. An important objective of Part 1 is to provide us with 
a common vocabulary. This vocabulary will allow us to better describe a 
strategic vision and communicate it to others. There are five steps that 
lead toward formulating a strategic vision: 



Figure Pl-1. Vision, 






















1. Understanding the uraues of innovation through which the enterprise 
is passing with respect to applications of technology. The objective of 
this step is to determine the organization’s level of innovation 
compared with that of the competition. (Chapter 2) 

2. Determining new ways in which the organization can exploit industry 
and functional experience curves. This involves learning new ways of 
thinking about experience curves and discovering how the 
organization’s experience curves compare with those of the 
competition. (Chapter 3) 

3. Examining the power relationships that exist in the industry. The 
objective here is to visualize the important linkages that predominate 
in the industry, to determine how the industry’s structure is changing, 
and to identify how the organization can take advantage of 
innovation and technology in exploiting these changes in industry 
power relationships. (Chapter 4) 

4. Expanding our view of the enterprise and visualizing it in the context 
of an extended enterprise. The extended enterprise is made up of 
not only the organization itself but also those organizations with 
which it interacts. (Chapter 5) 

5. Visualizing how the organization can use technology to create 
electronic channels that tie together all the elements in the extended 
enterprise. Electronic channels form a major tool for restructuring the 
extended enterprise to achieve strategic advantage and for linking 
every key function in the organization, including suppliers, 
customers, and employees. (Chapter 6) 
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2 

Understanding 
the Waves 
of Innovation 


Introduction 

An important step in developing a new vision of the organization in¬ 
volves examining the ways in which the technologies used to produce 
products and services has evolved and matured over time. The uses of 
technology have evolved differently in each industry and in each enter¬ 
prise. It is important to understand how the technology employed by 
the organization compares with that of the competition. Innovation, 
and the technology used to create products and services, tends to evolve 
in waves, with each successive wave of innovation huilt on the previous 
ones. An analysis of these waves of innovation will provide a new lens 
for viewing products and services and for viewing the uses of technol¬ 
ogy as a competitive weapon. An analysis of the waves of innovation also 
provides the beginnings of a model or framework for visualizing and 
communicating the strategic vision. 


Substantial and Sustainable 
Competitive Advantage 

Brandt Allen, in the December 1982 issue of the Harvard Business Re¬ 
view, showed that many enterprises are outperforming their competi- 
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tors by a wide margin mainly owing to their ability to use technology to 
create new products and new services that are of strategic importance to 
the enterprise. These products and services often use innovative forms 
of technology, such as advanced information systems, that are qualita¬ 
tively different than the technology that has been used in the past. Allen 
stated: 


Senior executives must become closely involved with their informa¬ 
tion systems to reassess and perhaps reorganiz.e their computer 
resources... Matters are at the crisis point in computing for many 
corporations. Technology, by itself, is not enough...Key to these so¬ 
lutions is the formulation of a comprehensive strategy for the de¬ 
ployment of information resources within the company... An 
unmanaged computer system can stop you dead, 1 

Michael Porter and Victor E. Millar in a later Harvard Business Re¬ 
view article stated: 


Every company must understand the broad effects and implications 
of tbe new technology and how it can create substantial and sustain¬ 
able competitive advantages. [Emphasis ours.J' 

Porter and Millar then went or to identify three specific ways that 
technology affects competition: 

■ It alters industry structures. 

■ It supports cost and differentiation strategies, 

■ It spawns entirely new businesses. 

These three results of using innovation and technology to create sub¬ 
stantial and sustainable advantage are key themes that we continually 
emphasize. At all stages of business planning, managers must ask them¬ 
selves whether a new product, a new service, or a new application of 
technology meets tbe above tests in creating competitive advantage: 


Is the advantage both substantial and sustainable ? 


The techniques for strategic thinking that we present in this book will 
provide the tools needed for identifying and exploiting such strategic 
opportunities. 
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The Porter Competitive Forces 
Model 

Michael Porier developed a model, shown in Figure 2-1, that is useful in 
beginning to identify and analyze the competitive forces that exist in an 
industry.' 1 According to Porter, the five competitive forces shown in the 
model determine the long-term profitability of an enterprise. One of 
the first steps in strategic thinking is to develop a Porter-type competi¬ 
tive forces chart f or the industry. Such a chan can be a powerful tool to 
use as a starting point in identifying threats to the organization’s posi¬ 
tion in the industry and in pointing out potential opportunities. 


Interorganizational Systems 

In a Howard Business Review article entitled “IS Redraws Competitive 
Boundaries,” the authors stated: 

Today the most dramatic and potentially powerful uses of informa¬ 
tion systems technology involve networks that transcend company 
boundaries. Some of these interorganizational systems {referred to 
hereafter as IOSs) also have important social and public policy im¬ 
plications. These systems, defined as automated information systems 
shared by two or more companies, will significantly contribute to en¬ 
hanced productivity, flexibility, and competitiveness of many 
companies. 4 

Interorganizational systems create electronic channels that can be 
used to cross traditional company boundaries in order to enhance pro¬ 
ductivity, increase flexibility, and create competitive advantage. We dis¬ 
cuss electronic channels further in Chapter 6, and then in Chapter 9 we 



Figure 2-1. Michael Porter’s competitive forces model. 
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show how they can be used to create substantial and sustainable com¬ 
petitive advantage. We introduce them briefly here because they play a 
major role in shaping the competitive forces that operate in an industry 
and are important parts of the advanced technology that organizations 
are using. 


Identifying Waves of 
Innovation 

In most applications of technology, the focus of the uses of technology 
in solving business problems has shifted as time goes on and will con¬ 
tinue to shift in the future. As we mentioned in the introduction to this 
chapter, innovation and technology tend to evolve in the form of waves. 
Figure 2-2 shows the first two major waves of innovation that are asso¬ 
ciated with most uses of technology. 

Wave 1: Reducing Costs 

The initial focus of management in using technology was on die auto¬ 
mation of routine functions. For example, most of the early use of com¬ 
puters in the 1960s were applied to applications that were highly con¬ 
trollable and that had limited interfaces—they automated the basic 
accounting and clerical systems of the organization, such as order entry, 
accounts receivable, accounts payable, payroll, and genera! ledger. First- 
wave information systems concentrate on enhancing the productivity of 
individual business areas and are generally associated with clerical and 
administrative savings. Early efforts at streamlining manufacturing op¬ 
erations in many industries can also be classified as first-wave applica¬ 
tions of technology. For example, early efforts aimed at the use of as¬ 
sembly lines in manufacturing were focused on the cost reductions that 
are associated with mass production. 

Wave 2; Leveraging Investments 

In the 1970s, technology was applied in more sophisticated ways. For 
example, computer systems were created that used online terminals to 



Figure 2-2. The two lowest waves of innovation. 
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perform asset turnover management, cash management, sales analysis, 
and resource scheduling. Second-wave information systems concentrate 
on the effective use of corporate assets and with leveraging expendi¬ 
tures in order to enhance profitability. Second-wave applications of 
technology in manufacturing were also associated with leveraging of in¬ 
vestments and concentrated on streamlining manufacturing operations 
and enhancing control over inventory. The justification of these systems 
was based on financial considerations, such as measuring return on in¬ 
vestment and performing cash flow analyses. 

The first two innovation waves share a single characteristic. They 
were designed to reduce the costs that were associated with performing 
earlier manual functions. The focus was on productivity of people and 
resources. Although such applications of technology are valuable and 
are vital to the running of today’s enterprises, they do nothing to in¬ 
crease the revenue flowing into the organization. The business justifi¬ 
cation of these systems was to save money, not to make money. 


Wave 3: Enhancing Products and 
Services 

Our attention turned next toward using technology to solve more com¬ 
plex problems. This was concurrent with significant reductions in the 
cost of many forms of technology, including computers, communica¬ 
tions technology, and robotics. Advanced technology, especially in com¬ 
puters and communications, tends to be less expensive than earlier 
forms of technology and is also generally much more capable. Begin¬ 
ning in the 1980s we started to see enterprises install new types of in¬ 
formation system that, instead of simply saving money, opened up new 
avenues for producing revenue. (See Figure 2-3.) Third-wave systems 
use technology to gain strategic advantage and often create entirely new 
businesses. These systems employ comprehensive communication net- 



Figure 2-3. The next two waves of innovation. 
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works and information storage and retrieval techniques to perform 
such functions as consolidation of financial functions, expansion of 
credit card services, hotel, travel, and theater ticketing, elimination of 
the intermediary functions in many enterprises, and online catalog 
shopping. 

Third-wave systems concentrate on using technology to increase both 
market share and profitability. For example, third-wave applications of 
technology in manufacturing concentrated on such techniques as just- 
in-time inventory management and the creation of flexible manufactur¬ 
ing systems. Using advanced technology to restructure manufacturing 
operations allows plants to create entirely new types of product and to 
rapidly shift from one product to another to better respond to changes 
in customer requirements. 


Wave 4: Enhancing Executive 
Decision Making 

Even later in the l9H()s, some loi ward-looking enterprises began to use 
technology to create systems for improving the way in which top-level 
decisions are made concerning such things as acquisitions, strategic 
planning, and corporate transformation. Fourth-wave systems typically 
use advanced computer and communication technology to create sys¬ 
tems that help top management improve the decision-making process. 
The installation of fourth-wave systems was accelerated because of the 
proliferation of the use of personal computers in industry during this 
period. In manufacturing, fourth-wave applications applied technology 
to all the organizations involved in the creation of a produc t nr service 
and extended the reach of management control to beyond the tradi¬ 
tional boundaries of the organization. Simulation and modeling of the 
product flow and resource requirements in the manufacturing process 
became prominent for industry leaders. The business justification for 
these types of system was to improve the organization's effectiveness by 
enhancing the management process. 

An organization generally had the luxury of choosing die time frames 
for installing first-wave and second-wave forms of technology. These 
forms of technology tended to lie negotiable with respect to time be¬ 
cause of their inward focus. Unlike first- and second-wave technology, 
third-wave and fourth-wave technology is not optional, and time frames 
for implementation are often set by the leaders in the industry. As soon 
as the industry direction is set, competitive advantage and survival be¬ 
comes the issue with these new applications of technology. Once the 
leader in a given industry has established a new innovation xvave, it is 
then no longer optional for the other players in that industry to also enter 
that wave. 
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Wave 5: Reaching the Consumer 

We are now beginning to see examples of a fifth innovation wave, in 
which computers, communications, and other new forms of advanced 
technology are converging and are being used jointly to directly reach 
the end consumer of products and services. (See Figure 2-4.) These sys¬ 
tems use highly advanced technology such as home computers, full mo¬ 
tion video, touch screens, and consumer databases. 

In an era when strategic advantage is focused on reaching the con¬ 
sumer, it is important to make a clear distinction between the term cus- 
tomer and the term consumer. A customer is any person or organization 
that buys a product or service. A consumer is the person or organization 
that is the ultimate consumer of a product or service. An organization’s 
customer may or may not be the ultimate consumer. Until recently, the 
customer was not the consumer in the most organizations. However, in 
many industries, strategies for reaching the consumer directly have the 
biggest potential for growth. 

It is clear that fifth-wave applications of technology will ultimately be 
the most important innovation wave for successful enterprises. The use 
of such technology will have far-reaching effects on the organization. 
These changes will significantly alter the way in which people are man¬ 
aged and trained. New marketing, distribution, and service strategies 
wall change the rules of competition. It is possible that the first organi¬ 
zations in an industry to apply highly advanced technology to directly 
reach the ultimate consumer will set new standards and estahlish new 
rules for survival in that industry. 

It is interesting to note that in the area of computer and communica¬ 
tions technology, the focus of fourth- and fifth-wave information sys¬ 
tems has changed dramatically, and the focus is now outside of the in- 



Flgure 2-4. The fifth wave of innovation. 
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formation systems department; these information systems operate 
where the business is actually transacted. Leaders have been able to ex¬ 
pand their businesses by substantially increasing market share in order 
to create sustainable new revenue streams. Two examples of companies 
that are doing this today are Federal Lxprcss, discussed in Chapter 3, 
and American Airlines, discussed in Chapter 9. The reader can proba¬ 
bly think of many more. Today, the business justification for advanced 
forms of technology is to make money. 


In the future, the business justification of the fifth, 
reach-the-consumer, wave will be to remain in business. 


It is important to realize in assessing the organization’s position with 
respect to the waves of innovation that it can be very difficult, risky, and 
expensive to jump over or bypass a wave in an attempt to catch up with 
the competition. It may not even be feasible to do so in some instances. 
This is true not only for the waves of innovation in the information sys¬ 
tems realm, but in any high-technology area. 


Achieving an Above-the-Une 
Orientation 

Figure 2-5 shows how we can classify the waves of innovation as being 
either above the line or below the line. Those that are below the line con¬ 
centrate on saving mo7iey; those that are above the line concentrate on 
making money and remaining in business. In the 1990s it will be of crit¬ 
ical importance that top management change its focus from below-thc- 
line applications of technology—those that focus on administrative sav¬ 
ings, financial, manufacturing, and services functions—to an above-the- 
line orientation—the waves of innovation that focus on marketing, 
distribution, customer service, megadecisions, and people systems that 
are designed to reach the ultimate consumer. Throughout the remain¬ 
der of this book, we will constantly emphasize: 


An above-the-line orientation must become a 
fundamental management belief. 


It is essentia] that this fundamental management belief become an in¬ 
tegral part of the underlying management culture of the organization. 
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Figure 2-5. Classifying the waves of innovation. 


Whenever we use the term above-the-line in the remaining chapters in 
this book, we refer to strategic thrusts that are oriented to achieving 
substantial and sustainable competitive advantage in the way that Porter 
and Millar have defined it. 

We can construct a set of wave charts that will help us to analyze how 
the organization stacks up against the competition. It is important to ask 
how much time and capital is being invested in new applications of tech¬ 
nology that fall in the two lowest waves of innovation and how much is 
being spent in the far more important upper waves. As we have seen, it 
is in the upper waves where innovation offers opportunities for gener¬ 
ating new revenue sources and for significantly increasing profitability. 

■ Above-the-line innovation involves the building of organizational and 
technology capabilities. 

■ Above-the-line innovation represents the long-term view. 

■ Above-the-line innovation represents continual strategic planning 
and industry reassessment. 

■ Above-the-line innovation affects top management style and skills. 

■ Above-the-line innovation shifts the management focus from an in¬ 
ternal organizational focus to an external strategic forces focus. 

in analyzing innovation in an organization, it is interesting to exam¬ 
ine the information systems function to see how the budget for comput¬ 
ers and communications is allocated in most organizations. We have 
found that 60 percent to 70 percent of the information systems devel¬ 
opment 
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budget is spent today in maintaining and enhancing firsi and second 
wave systems for which the enterprise is no longer getting a big 
payback. It is necessary for forward-looking organizations to re-evaluate 
how the information systems budget is being spent. In today s environ¬ 
ment, il is essential that the focus of the information systems depart¬ 
ment change to the upper-innovation waves. 

However, it is Important to note that before abovc-the-line systems 
can be developed, effective below-the-line operational systems must al¬ 
ready exist and must continue to evolve for an organization to sustain 
an advantage over competition. Below-the-line uses of technology will 
continually be important and must not be neglected. An organization's 
information systems can be viewed in the form of a pyramid, with the 
great hulk of the systems dedicated to mundane, below-the-line func¬ 
tions. Although these systems are important, they must not he the pri¬ 
mary focus of top management. Responsibility for below-the-line sys¬ 
tems should be delegated to middle management so that top 
management can focus on those few strategic applications of technology 
that will make the real difference. New applications of technology arc 
best managed in the context of above-the-line strategic thrusts that are 
based on a solid below-the-line foundation. In many cases, even below- 
the-line investments are being justified by their above-the-line impact. 
Once effective below-the-line systems are in plate, the management fo¬ 
cus should shift to above the line and to the exploitation of the below- 
the-line investments. It is critical that the organization adopt this alti¬ 
tude as a key part of its culture: 


The appropriate focus of top management is on 
above-the-line issues that have the greatest impact on 
the future success of the organization. 


Analyzing Return on Investment 

Notice that the slopes of the curves toward the bottom of the chart in 
Figure 2-5 are flatter than those at the lop. This is because there is a 
declining marginal return on the investments at the lower waves. The 
curves are steepest at the lop because advanced technology generally 
lias the biggest impact on profitability. The biggest return on invest¬ 
ment with first- and second-wave information systems comes as soon as 
the system is fully productive and functional, and cost savings diminish 
after the first day of full productivity. This is because the major en¬ 
hancements or benefits have then been achieved. The management fo¬ 
cus, and the focus of the information resources in many organizations, 
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hits remained on these types of systems, which are already productive 
and have achieved their major benefits. For example, how many orga¬ 
nizations are now in the process of redoing their payroll system? 
Changes are being made to existing systems, such as changing screen 
layouts and report formats, and no significant return on investment is 
being derived by the organization from these activities. These changes 
mav be nice things to have, but from the viewpoint of top management, 
who probably never see these screens or reports, these changes are not 
bringing any significant payback to the organization. Extremely valu¬ 
able resources and significant rime are being devoted to efforts that do 
not create strategic advantage. 

We must begin to ask: “Why is this happening?’' The problem is that 
mam organizations do not realize that they are in a transition period 
between the “save money" waves and the “make money" waves. They do 
not vet fullv understand this distinction, so they often continue to work 
on what they have always worked on in the past. In many cases, no vi¬ 
sion or direction is being sent to the information systems department. 
More important, top management has not recognized its change in re¬ 
sponsibility. If top management begins to fully understand the implica¬ 
tions of going above the line to making money, then they will get di¬ 
rectly involved in these systems, rather than taking a hands-off 
approach. The information systems department does not fully appreci¬ 
ate the value of these new types of system, because they do not fully 
understand the business; and top management has not determined that 
then must get involved in establishing a strategic vision for innovation in 
the organization. Another way of saying this is that technical managers 
often understand the technology hut lack the vision; top management 
may have the vision, but too often fails to understand the technology 
that is necessary to achieve it. When an organization shifts to the “make 
money” innovation waves, the level of top management involvement in 
decision making must be changed. Direct joint top management and in¬ 
formation systems management planning must take place. Information 
technology must he part of the organizational plan. It cannot be reac¬ 
tive, it must be proactive. Information systems management must be 
able to explain to top management how technology can be used for 
business gain, and together they must develop the strategies that are re¬ 
quired for exploiting the technology. 

It is our experience that most organizations do not involve the infor¬ 
mation systems department in the husiness planning process. Informa¬ 
tion systems normally gets involved after the fact. When the organiza¬ 
tion begins to go above the line, this approach will no longer work. For 
these reasons, we say again that it is essential for top management to 
devote most of its resources to above-the-line issues and should have 
minimal involvement with below-the-line concerns. An above-the-line 
orientation is required for success in the 1990s. 



36 


Chapter Two 


Evolving the Management 
Culture 

The management implications inherent in the waves of technology 
growth leads to an analysis of how the management culture and philos¬ 
ophy of the organization must change as it hegins to innovate and use 
highly advanced technology. Figure 2-6 shows how the functional uses 
of technology (on the left) can be compared with the management focus 
that characterizes each wave (on the right). 

The two “save money” waves have a management focus that is ori¬ 
ented to process management or asset management. Organizations that 
have their primary focus on below-the-line applications of technology 
tend to have a restrictive management culture that perpetuates a status 
quo, cost-saving orientation. As we move up in the waves, the waves as¬ 
sociated with marketing, distribution, and customer service have a more 
sophisticated management focus that is oriented to growth and increas¬ 
ing market share. The wave associated with megadecisions requires an 
even more sophisticated and complex management mentality that fo¬ 
cuses on changing the fundamental structure of the organization and 
on creating realtime executive business management systems. The filth 
wave of people systems that reach the ultimate consumer of products 
and services has the most complex management focus and is concerned 
not only with the restructuring of the organization hut with changing 
the structure of the industry of which the organization is a part. It is at 
this level that management focuses on creating entire new businesses 
that have order-of-niagnitude greater potential for growth. 

In those innovative organizations that have been able to achieve an 
above-the-line orientation, the management culture and philosophy 
tends to he focused on providing individuals with degrees of Ireedom 
that allow them to f reely innovate, but within the context of centralized 
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control. The management culture should combine top-down vision with 
bottom-up implementation. Such a management culture is the basis for 
achieving buy-in and ownership of strategic plans and for empowering 
individuals in the organization to think and act strategically. It provides 
for a degree of centralized control while allowing for innovation in the 
implementation phases. 

It is extremely important that the management culture of the organi¬ 
zation evolves appropriately as the organization moves upward through 
the waves toward ahove-the-line innovation. There are many examples 
of organizations trying to use outdated and restrictive management 
methods while attempting to evolve toward advanced applications of 
technology. This can be a recipe for disaster. An older, restrictive, in¬ 
flexible management culture does not provide managers with the de¬ 
gree of autonomy that is required to encourage innovation. It is inter¬ 
esting to note that Roger Smith, chairman of General Motors, 
recognized this f act when discussing the new factory then being built to 
produce the Saturn car: 

I've never set foot in the place, by the way, because 1 want them to 
have the maximum degree of independence. It’s difficult, but I’m 
not going to go until I’m able to drive out in their first car. r> 

With the management culture that is most appropriate for managing 
advanced technology, the focus is often external to the enterprise itself. 
Organizations that have a flexible management culture are best able to 
focus on above-the-line applications of technology that create strategic 
alliances with other organizations. The focus then becomes a redesign 
of processes and relationships that culminate in competitive advantage 
for all the organizations concerned. Such win/win forms of relationship 
will be increasingly important, and we will discuss them more thor¬ 
oughly in Chapter 4. 

Assessing the compatibility of an organization’s management culture 
with the forms of technology it employs is as important as assessing 
where the organization stands with respect to the waves of innovation 
that characterize the industry. We must determine not only where the 
organization as a whole is with respect to the waves, but also where the 
management culture is. It is important that the functional uses of tech¬ 
nology and the appropriate changes in management focus should come 
together at the same time. If we have all of the technology in place, but 
top management has not yet determined how to exploit it or, worse yet, 
is afraid of it, then it will not be effective. If management thinks that the 
organization is moving up to the top waves, but the implementation of 
the teehnology is lagging behind and has not yet taken place, then the 
organization cannot get there either. The important topic of manage¬ 
ment culture is discussed further in Chapter 11. 
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Implications of the Waves 

The top management must assess where the enterprise is in relation to 
the waves of innovation in those aspects of technology with which it is 
involved and must understand the tradeoffs in investing above and be¬ 
low the line. Fop management must also deal Iv understand the posi¬ 
tion of the industry as a whole and the position of the competition. Top 
management must determine when it will be necessary for the enter¬ 
prise to cross from one wave to another to either stay a leader in the 
industry or to at least remain competitive. To iall too far behind on a 
new w r ave is betting that the organization can catch up. 


In some cases, “catch up” is no longer an issue, 
the real issue can quickly become “locked out.” 


Examples of this are American Airlines in the airline reservations in¬ 
dustry, the Japanese and Koreans in the television/VCR industry, and 
Budweiser in the beer industry. Who can knock out “the King of 
Beers”? When we consider global competition, as in the television/VCR 
market, the issue can be more serious because management does not see 
the shift to the new wave quickly enough. As world demographics 
change and distance becomes less and less of a factor, many organiza¬ 
tions will not survive if they attempt to play the “catch-up” game. 

With respect to information systems, most companies today are at the 
top of the second wave. Most have not yet crossed die line from infor¬ 
mation systems that save money to systems dial make money. 'Top man¬ 
agement must realize that the leaders in some industr ies crossed the line 
some time ago. In order to cross the line to revenue-producing infor¬ 
mation systems, top management must get involved in managing the 
new business environment (hat exists when strategic information sys¬ 
tems are employed in running the business. 


Analyzing Risk 

In analyzing ease studies that relate to the wavs in which innovative 
companies have employed advanced technology to achieve competitive 
advantage, one point stands out very clearly. It is quite possible to im¬ 
plement above-the-line information systems or above-the-line factory 
automation techniques that are extremely expensive, yet fail to deliver 
the promised results. It is important in analyzing investments to assess 
both business risks and technical risks. The technical risk/busincss risk 
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model, shown in Figure 2-7 is useful in contrasting the two types of risk. 
Top management is familiar with analyzing business risks in making in¬ 
vestments. However, when we begin to use advanced technology in at¬ 
tempting to achieve competitive advantage, we introduce technical risk 
as well. 

The application of advanced technology in the business context can 
combine business risk with technical risk, thus making certain applica¬ 
tions of advanced technology extremely risky. However, the leaders will 
often be those that are best able to manage these risks. It is important to 
analyze both types of risk in attempting to identify those uses of ad¬ 
vanced technology that will pay the highest dividends. As both business 
risk and technical risk increases, then top management must devote 
more attention to those issues in order to manage and control them. It 
is important to realize that risk, in itself, is not necessarily bad. In many 
cases, some element of risk cannot be avoided when making a business 
decision. The important point is that both business risk and technical 
risk must be appropriately managed and understood. 


Conclusion 

An understanding of the waves of innovation provides us with one of 
the new lenses that are required for viewing the changes that are occur¬ 
ring in the organization, in the industry, and in technology. This is the 
first step in strategic thinking. Where the industry is and where we are 
with respect to the waves of innovation are questions that we must an¬ 
swer. We must ask ourselves whether the organization’s competitiveness 
is substantial and sustainable. As we begin to analyze the waves of inno¬ 
vation, we should begin to position the organization with respect to both 
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uses of technology and the management culture that predominates. 
Below-the-line issues that concern mainly budgetary decisions often do 
not require the involvement of top management. As we go above the 
line, new management thought processes become important and top 
management needs to be involved in new issues, such as changing mar¬ 
kets, restructuring the organization, and ensuring that the below-the- 
line systems remain competitive and capable of supporting above-thc- 
line strategic thrusts. 

Analyzing the waves of innovation allows us to determine how the or¬ 
ganization and the competition are positioned. In Chapter 3, we take a 
closer look at the specific forms of technology that organizations use 
and learn new ways for viewing experience curve strategies. Chapter 3 
discusses new approaches for clearly seeing the individual steps that are 
available for exploiting the waves of innovation that we have just de¬ 
scribed. 
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Exploiting 

Experience 

Curves 


Introduction 

Once we have determined where the organization stands with respect to 
the waves of innovation, the next step in strategic thinking is to assess 
where the organization stands with respect to the experience curve strat¬ 
egies that predominate in the industry. An analysis of the waves of in¬ 
novation provides a general view of the w'ay in which technology is 
evolving and serves as a statement of direction. An analysis of experi¬ 
ence curves provides a new lens that can help in determining how to 
exploit the trends that are the basis for the waves. 


Traditional View of 
Experience Curves 

Experience curve strategies have traditionally been viewed from a cost 
or efficiency viewpoint. Experience curve strategies suggest that with 
any given level of technology, because of economies of scale, learning 
experiences, and production efficiencies, the cost of providing goods 
and services should decrease as volume increases. 'Phis will generally be 
true as long as the cost of capital and labor has not substantially in¬ 
creased and good management judgment is applied to the process. The 
logic of experience curves is heavily used in manufacturing and reflects 
organizational learning as well as economies of scale and scope. Expe- 
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rience curves are traditionally based on accumulated output, not on 
time. This suggests that higher volumes are associated with lower costs. 
Before the advent of flexible manufacturing, market share was the key 
determinant in the decision process to be the low-cost provider. With 
this cost reduction in mind, we can examine a typical experience curve 
example. 

Suppose Traditions, Ltd., invests $100 million in new equipment lor 
producing magic markers aiming at a 00 percent experience curve. Tra¬ 
ditions, Ltd., then produces markers that cost $1 to manufacture on the 
first day. A 90 percent experience curve means that alter the fii si mil¬ 
lion has been produced the cost is 90 cents, alter the second million, the 
cost is 81 cents, and so on. Tradition’s major competitor, Futures, Un¬ 
limited, at the same time invests $120 million in a new high-technology 
plant that uses robotics and flexible manufacturing that aims at a 7(1 
percent experience curve in magic marker manufacturing. (See Figure 
3-1.) With a 70 percent experience curve, the product that initially costs 
$1 to make costs 70 cents after the first million, and ‘19 tents alter the 
second million. Traditions, Ltd., whose magic markers cost 81 cents will 
find it difficult to compete with Futures, Unlimited, whose magic mark¬ 
ers cost 49 cents. 

Does this actually happen in real life? l)o such experience curve gaps 
really occur, even with this traditional view of experience curves? We 
think they do. We have identified many companies who have immtl that 
the experience curve gap has become so great that they could not a I ford 
the shift to a new curve. Many of these companies have derided, since 
they were unable to compete in their original businesses, to change the 
company name and enter new fields; U.S. Steel finds it is no longer the 
leader in the steel husiness and becomes USX; International Harvester 
withdraws from the farm equipment business and becomes Navistar; 
Firestone decides it can no longer profitably make tires and enters the 




Exploiting Experience Curves 


43 


automobile repair business; RCA and General Electric no longer man¬ 
ufacture the television sets they sell; American Can leaves the can busi¬ 
ness and becomes Primerica, on and on and on. The question is, did tbe 
experience curve gap simply get too wide to bridge and did this happen 
in the last 2 or 3 years, or has this been happening over the last 10 or 15 
years? Even on a 90 percent experience curve, revenues can be going 
up and costs can be coining down. But if the rest of the industry hap¬ 
pens to be on an entirely different experience curve, the revenue and 
cost figures can be misleading. The real message of the experience 
curve game is that if we start falling behind and do not make tbe re¬ 
quired investments in capital and plant at the right time, it can become 
too late to catch up. Most enterprises are on experience curves in the 70 
percent to 90 percent range. Companies that are working with experi¬ 
ence enrves in the 90 percent range tend not to measure their experi¬ 
ence curve resnlts, and most service-oriented companies do not analyze 
experience curve strategies. 


New View of Experience 
Cuives 

With the traditional view of experience curves discussed above, costs go 
down because we learn to manufacture a product or provide a service 
more efficiently over time. We believe that in the 1990s it will no longer 
be useful to view experience curves as continuous curves. Instead, we 
must view them as sets of connected curves, as shown in Figure 3-2. 
With this view of experience curves, each new curve represents funda¬ 
mentally different technologies—often both the technology used to cre¬ 
ate the product or service and the technologies embodied in the prod¬ 
uct or service itself. It generally requires substantial investments and 



Figure 3-2. Changing experience curves. 
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substantial risk in choosing the technology required to switch f rom one 
experience curve to another. Instances of such new views of experience 
curves can already be found in many industries. For example, the mi¬ 
croprocessor vendors, such as Intel, jump from one curve to another 
with each new chip generation: BOSH, 80286, 80386, i486; some auto¬ 
mobile manufacturers, such as Honda, do much the same with each 
new model generation: Civic, Accord 1, Accord 2, Acura, and so on. 

An important part of strategic thinking involves determining where 
the enterprise stands with respect to the experience curves that pre¬ 
dominate in the industry, including where the competitors arc and what 
are the evolving technologies. The enterprise must then determine 
when it must switch from one experience curve to the next. This can be 
extremely dif ficult to do. In some cases, logic alone docs not lead us to 
the correct conclusions, and a highly developed sense of iniuiiion is re¬ 
quired. For example, rememher when audio tape technology began to 
capture a significant percentage of the audio recording market-' Ai that 
time there were two competing tape technologies—8-track cartridges 
and cassettes—that together were attempting to capture market share 
from the LP record segment of the industry. In an attempt to apply 
logic to aid in making a purchasing decision, many analyzed the benefits 
of the two competing technologies and confidently installed K-track 
players. It seemed logical to one of the authors at the time that the me¬ 
dium that required no rewinding, no flipping over of the cassette, and 
would play endlessly, was the clearly superior choice. As the reader is no 
doubt familiar, this logic proved faulty, and tbe marketplace chose the 
cassette as the winner. As shown in Figure 3-3, the cassette tape is now 
beginning to be overtaken by the compact disc. However, the digilal au¬ 
dio tape (DAT) medium seems to offer better technology due to its abil¬ 
ity to record. And the medium of video tape offers the ability to record 
full motion video as well as high-quality sound. It is difficult at this time 



Figure 3*3. Recording industry experience curves. 
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to predict the winner in this shift to a new experience curve. The play¬ 
ers in the audio recording industry have much at stake in choosing the 
correct new experience curve. The consumer also has a slake in trying 
to pick the winner. It would be nice to know which one to buy. 


Decision-Making Criteria 

Why have we presented this example? It is important to realize that 
there is a difference between decisions made at home and decisions 
made at work. At home the decision to invest in new audio playback 
technology is not of critical importance to most of us, and w r e may feel 
that we can wait until the technology has proven itself. The danger in 
this kind of thinking is that we tend to carry this attitude over to deci¬ 
sions we make at work. But in today’s business environment, the deci¬ 
sions we are making today at work are very different from the decisions 
we are making at home. At work, it may be critical to make a decision 
today to shift to a new experience curve, probably before the technol¬ 
ogy has had a chance to prove itself. If we wait until the technology has 
been proven, it may be too late to switch and it may be impossible to 
catch up to those who have done the pioneering, If we wait, who will 
prove the new technology? It is often the runaway winner. How long do 
we wait to see if the new technology has been proven? Until we lose 10 
percent, 20 percent, or 50 percent of the market? 

Here is the important question: “When do we begin investing in a 
new experience curve?” Figure 3-4 shows that the point at which we 
must recognize the need for a new experience curve occurs far ahead of 
the time that we actually switch from the old curve to the new one. No¬ 
tice that investments must generally be made long before we can switch 
over to the new curve. The cost of converting to a new experience curve 
has many components, including capital cost of production, manage¬ 
ment time, personal emotions, and the cost of overcoming inertia. 



Figure 3-4, Recognizing and changing to a new 
experience curve. 
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False Assumptions 

As with the waves of innovation, we niusi make no assumptions concern¬ 
ing experience curve strategies. In fact there are many false assump¬ 
tions that executives tend to make with respect to the experience curves 
that predominate in an industry. Here are a lew-: 

■ Competitors are on the same experience curve as we are. {False, In 
many cases they are not; the industry leader may be on an entirely dif¬ 
ferent experience curve.) 

■ Competitors have the same profit motive for the short run. {False. In¬ 
dustry leaders may take a longer view and may be willing to sacrifice 
short-term prof its in order to shift to a new experience curve to increase 
the likelihood for long-range survivability.) 

■ Outside forces will not af fect the cost curve, such as current v deval¬ 
uation, consumer trends and style changes, and so on. {False. Dan¬ 
gerously so in many environments.) 

■ Technology does not change. (False. New production and information 
systems technologies appear with increasing frequency.) 

Time and again it has happened that an innovative leader lias paved 
the way in shifting from one experience curve to another, lias been out¬ 
standingly successful, and has then ultimately lost market share and in¬ 
dustry leadership when it is unable to identify the next experience 
curve shift. In some cases, the entrepreneur lias such an emotional 
stake in the existing curve that the personal cost of change is too great 
when measured in human terms, such as emotion or personal energy. A 
classic example of this is Henry Kurd and his Model T. The experience 
curves predominating in the early automobile industry are shown in 
Figure 3-5. Henry Ford’s strategic vision allowed him to pioneer the use 
of manufacturing technology to produce a reliable car that a large seg¬ 
ment of the American population could af ford to buy. This represented 
a major experience curve shift from the methods used at the time to 
manufacture the then typical hand-built automobile. Ford's Model T is 
one of the most spectacular success stories in American industry. The 
Model T is widely acknowledged to have changed the very fabric of life 
in the United States. 

As the United States entered the relatively af fluent 19‘20s, Ford was 
unable to make modifications to his vision and did not recognize the 
need to shift to a new experience curve. General Motors, however, at 
that time began to introduce technical innovations such as completely 
enclosing the car, painting the car in colors other than black, and offer- 
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Figure 3-5. Automobile industry experience curves. 


ing a choice of four or five pieces of optional equipment. These inno¬ 
vations gave the customer the feeling of having something unique and 
dif ferent from everyone else, and customers were willing to pay more 
for these innovations. The new experience curve emphasized style. By 
the time that Ford responded to the strategic thrusts that General Mo¬ 
tors was making concerning style, General Motors began introducing 
frequent model changes, an experience curve the industry is still on to¬ 
day. 

Peter Collier and David Horowitz describe an attempt that Ford em¬ 
ployees made at trying to improve on Henry Ford’s Model T: 

Harold Wills and others decided to welcome Henry home with a 
present—a new and streamlined version of the Model T which one 
employee felt was “so much over the original it was like night and 
day." When Ford returned to Dearborn, he went immediately to 
Highland Park, saw the car and asked what it was. 

Well, Mr. Ford,” said an employee, “that’s the new car.” 

“Ford car?” 

“Yes, sir.” 

“How long has it heen standing there?” Ford asked. 

“Well, about two weeks. They just finished it. It’s just going into 
production.” 

“It’s going into production?” 

“Yes, sir.” The employee didn’t catch the signs of Ford’s rising an¬ 
ger in the flattened irony of his responses. “It's all tooled up and the 
orders are placed for the new car.” 

Ford circled the car a couple of times with his hands in his pockets, 
then suddenly released them and sprang on it with a fury, opening 
the driver’s door and ripping it off its hinges. He did the same for 
the passenger side. Then he jumped up on the hood to kick in the 



48 


Chapter Three 


windshield, and, yelling all the time, climbed up onto ihe lop of lin¬ 
ear and began to stomp down the roof. 

As observer said later on, “We got the message. As lar as he was 
concerned, the Model T was God and we were to put awav false 
images.” 1 

Not soon afterward. General Motors was able to capture from Ford 
the role of industry leader—this in an industry that Ford practically in¬ 
vented. Ford was so obsessed with the success of his vision of providing 
low-cost, basic transportation for the common person, that lie was un¬ 
able to make modifications to that vision, even in the face of evidence in 
the market place that the consumer no longer wanted the Model I . I he 
style that General Motors offered became more important to the con¬ 
sumer than cost. Ford finally caught up with GM again in the I9K(>- 
1987 time frame on a profitability basis—more than GO years later. How 
did Ford do it? The answer turned out to be the same: .style again. Now 
the question can be asked: Flow long will it take GM to recover from its 
mistakes, especially in view of the foreign competition that has in¬ 
creased? According to Roger Smith: “As for the market for ears and 






Figure 3-6* Typical industry experience curve strategies. 
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trucks. I just don’t know whether we'll ever recapture the near 50 per¬ 
cent domestic share we had ten years ago.”" 

It can he extremely expensive to fail to recognize the need for making 
a shift from one experience curve to another. If the vision of top man¬ 
agement does not encompass new technologies, it will not he possible 
lor them to exploit them, and the enterprise will be left behind when its 
competitors begin to innovate. It is one thing to make technology deci¬ 
sions that are consistent with an already stated corporate strategy; hut it 
is quite another to integrate technology issues into the strategic plan¬ 
ning process itself. This is where the real payoff lies. In many cases, out¬ 
side forces and technology can be more important than cost consider¬ 
ations. An example of such an outside force can he found in the sound 
recording industry in the controversy surrounding lhe digital audio 
tape (DA I ) recorder. Record publishers in the United States fought the 
introduction of the DA I’ recorder because of its ability to make dupli¬ 
cate tapes with no generation loss. They fear that the perfect reproduc¬ 
tion capabilities of DAT recorders and players may cause counterfeiting 
operations to spring up that would have a detrimental effect to their 
revenue streams. 

Figure 3-6 on page 48 shows typical experience curve charts for a few 
major industries. 


New Experience Curve 
Strategies 

What is needed today are fresh strategies that are based on the new 
view of experience curves-that we have been discussing. Instead of look¬ 
ing at experience curves from a purely cost-savings viewpoint, we need 
to look at them from the viewpoint of new technology that allows us to 
change the rules of competition, to significantly alter a process, to elim¬ 
inate expensive functions, or to radically alter the structure of the in¬ 
dustry when we shift from one experience curve to another. This may 
take some adjustment in the management mindset. With the advent of 
the new technologies of the 1990s we need to acquire these new 
mindsets quickly. 

In the 1970s and 1980s experience curve strategies were used mainly 
to reduce costs and save money. For example, almost all enhancements 
in information systems have been aimed at lowering cost and maintain¬ 
ing quality. In today’s environment, however, the emphasis has shifted. 
Corporations are now beginning to change to entirely new experience 
curves to enter new markets, to change the rules of competition in the 
industry, and to gain strategic advantage. 
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Analyzing Information Systems 
Industry Experience 

Analyzing the experience curves that exist in the information systems 
industry is a useful exercise in seeing how quantum jumps can occur in 
switching f rom one experience curve to another. The experience curve 
chart in Figure 3-7 shows that we began using computers to store data. 
Database techniques then allowed us to store data more efficiently and 
to begin retrieving information. An indication of the significance of this 
particular experience curve change is that we no longer use the term 
data processing department', instead we now refer to the information ,vy.\- 
tems department. 

Many people have not yet realized that another very significant expe¬ 
rience curve change is just beginning to take place. The experience 
curve change through which we are passing with respect to information 
systems will prove to be much more significant than the change from a 
data to an information orientation. The changes that are occurring to¬ 
day represent the first really significant change in the storing of data in 
the 40-year history of the computer. For the first time, we are beginning 
to store something different from words or numbers. With advanced 
technologies like relational databases, personal computers, expert sys¬ 
tems, CD-ROM, video disc, and touch screens, we are beginning to use 
computers to store charts, graphs, images, audio, full motion video, and 
complex financial models. I'hese represent concepts in people’s minds. 
We are storing knowledge. This change will have a profound eflect on 
how we use computers and on the amount of computing power thai will 
be required in the future. The management of some organizations have 



Figure 3-7_ Experience curves for the use of computers. 
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Figure 3-8. People-oriented information systems experience 
curves. 


not yet acknowledged the importance of the traditional data processing 
uses of computers. What will happen to those organizations now that we 
are entering the knowledge-distribution age? 

Figure 3-8 shows the experience curves for information systems that 
are related to people. Cost curves have dropped for employing the 
power of computers. I'he level of special education required to use 
computers has also dropped. Artificial intelligence and the personal 
computer have been significant forces driving this trend. Because of 
these changes, we have seen the programming of computers go from 
computer programmers doing everything in the early days, to special¬ 
ization of functions in today’s information systems departments, and fi¬ 
nally to everyone being a programmer. To use a microwave oven or a 
refrigerator, the consumer now has to know how to program the de¬ 
vice! 


Anticipating New Experience 
Curve Strategies 

One of the questions that always comes up in discussing this new view of 
experience curve strategies is “How do I find the next curve?” There is 
no simple answer to this question because management will always be 
working with limited information. A quote from the book How Children 
Fail provides an insight into how difficult it is to apply insight and in¬ 
telligence to choosing when to shift from one experience curve to an¬ 
other: 
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Intelligence is not a measure of how much you know, 
rather it’s how well you do when you don't know. 3 


Choosing a new experience curve strategy is one of those areas where 
intuition often plays a greater role than logic. Having said dial, we ant 
identify some methods that often bear fruit in identifying changing ex¬ 
perience curve strategies: 

■ Investigating parallel or similar industries 

■ Studying classical business linkages 

■ Analyzing industry and functional experience curves, often across 
dissimilar industries 


Parallel or Similar Industries 

It is often possible It) identify parallel industries or related limn inns 
that suggest the way in which technology is beginning to evoke. For ex¬ 
ample, today's advanced personal computers had their beginnings in 
the once expensive technology of engineering workstations used for 
computer-aided design (CAD). Early developers of desktop publishing 
technology, such as Apple Computer, were able to identity the experi¬ 
ence curve strategies that applied to the expensive workstations and 
were able to determine when this technology would be cosi-effcclive on 
less expensive desktop machines. Many companies are now playing catch¬ 
up with the early developers of desktop publishing technology- Some 
are targeting the existing graphics curve, while some of the leaders are 
going after multimedia, image, voice annotation, and motion video. 

In your own environment it is possible that the future technology is 
already being used, and you can see it; but perhaps it is being used in a 
different industry. A great many technologies that had their birth in the 
aerospace industry eventually came into common use competitively in 
other industries. We need to identify those ways in which we are like 
and those ways in which we are different from other industries. Ana* 
lyzing what is going on in other industries that might be employing sim¬ 
ilar technology represents one way that we can anticipate the need to 
change to a new experience curve. 


Classical Business Linkages 

An analysis of the classical business linkages that exist in an industry can 
also often help to anticipate experience curve trends. Such a chart is 
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Industry Leader 



Figure 3*9. Classical business linkages. 


shown in Figure 3-9. In today’s business environment, many of the tra¬ 
ditional intermediaries are being eliminated. Notice that the functions 
listed on the left in the classical business linkage chart shows functions 
(and, therefore, costs) that are beyond the traditional research and de¬ 
velopment, materials, and manufacturing functions. Opportunities for 
the use of information systems technology to jump to a new experience 
curve exist because many of the communication channels that are used 
in industry are subject to enhancement. Many customers have applied 
technology to vendor, manufacturer, and administrative applications, 
but not to other areas. The bottom of each box in Figure 3-9 indicates 
possible steps that might be taken in that function for improving the 
product flow. It is now clear that information about experience curves 
must be used across all functions of the product or service flow, begin¬ 
ning with the initial stages of the creation of the product or service to 
the final stages of delivery to the ultimate consumer. 

For the most part we have applied technology only to manufacturing 
and upstream functions, plus perhaps some to administration. We have 
left relatively untouched other functions, which rnay represent 75 per¬ 
cent or more of the opportunity. These functions, such as marketing, 
administration, distribution, and customer service involve the same 
types of activity that we have traditionally associated with the service sec¬ 
tor of the economy. Lack of attention to improving these activities is one 
of the reasons for today’s negative productivity growth in the service in¬ 
dustries. The service sector of the economy is information intensive and 
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Figure 3-10. Industry and functional experience 
curves. 


people driven. Therefore, if we can find ways of eliminating some of 
the people-intensive costs associated with a product or service, we might 
be able to significantly increase productivity and overall effectiveness. 


Industry and Functional Experience 
Curves 

Inside each of the industry curves that we have been discussing, we can 
usually identify a collection of functional curves that operate within the 
overall experience curve for that industry segment. (See Figure 3-10.) 
Changes that are occurring to the functional curves in our own industry 
can sometimes help us to determine when a new industry curve will he 
required. Often, by studying the individual, detailed functional curves 
that characterize the industry, we can discern an early indication of the 
formation of new strategic industry curves. These may someday result 
in the creation of new markets and iri the restructuring of the industry. 


Learning from the Shipping 
Industry 

Figure 3-11 shows the industry and functional curves that characterize 
what happened a few years ago in the shipping industry. The first in¬ 
dustry curve shown is for the trucking industry segment. One of the 
functional curves within the trucking industry curve concerns the point- 
to-point shipping of full truckloads of goods. In order to handle truck¬ 
ing to points not served by the point-to-point shipping of entire truck- 
loads, many companies in the shipping industry established distribution 
centers and other techniques to handle the trucking of goods to desti¬ 
nations they did not then serve. 



Exploiting Experience Curves 


55 



Figure 3-11* Industry and functional experience curves 
for the shipping industry. 


Package Delivery 

Another functional curve in the trucking industry concerns the ship¬ 
ping of quantities that are less than a truckload, Many companies 
gained experience with handling less-than-truckload (LTL) shipments, 
but United Parcel Service (UPS) was the first to create an entire business 
based on this type of shipping. In effect, what UPS did was to identify 
one of the individual functional curves in the trucking industry, which it 
then exploited to create an entirely new industry curve for what hecame 
the package delivery industry segment. The end result of this shift to a 
new experience curve was that UPS created new markets. It eventually 
changed the structure of the shipping industry and hecame much larger 
than any of the trucking companies associated with the industry curve 
discussed earlier. It was able to do this because UPS recognized a stra¬ 
tegic business opportunity to fill a need that none of the trucking com¬ 
panies were willing to take the risk to fill. 

There are a number of functional curves that can be identified in the 
package delivery industry segment created by UPS. One of the func¬ 
tional curves concerns the sorting of packages at distribution centers in 
routing a package to its destination. Efficient sorting of packages was 
one of the keys to the success of UPS. Although the sorting process 
worked efficiently, it was oriented toward maximizing the utilization of 
UPS trucks, and there was no way to guarantee a particular delivery 
time. In addition, it was not possible to track a package through the 
UPS system. Once a package entered the system, there was no way to 
tell where it was until it arrived at its destination. Two functional curves 
within the package delivery industry segment, then, concern delivery 
time and shipment tracking. 
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Overnight Delivery 

Federal Kxpress was tiie first company to capitalize on these two func¬ 
tional curves (first 24-hour delivery and later shipment tracking). (See 
Figure 3-12.) By initially limiting itself to 24-hour shipping. Federal Fx- 
press was able to create an entire new industry curve from one of the 
functional curves in the package delivery industry segment. This seg¬ 
ment of the shipping industry is now known as the overnight delivery 
industry. Federal Express and UPS are now the two biggest players in 
the overall shipping industry. 


Inventory and Distribution 
Management 

Another functional curve within the overnight shipping industry that 
was important to Federal Express was shipment tracking. Federal F.x- 
press has invested heavily in information technology to he able to track 
each shipment. They can now tell at any time where any package is 
within the system. An outgrowth of the information systems that Fed¬ 
eral Express built to handle the tracking of packages was an attempt at 
creating a new functional curve to handle the facsimile transmission of 
documents. Because of a number of factors, including missing the 
emergence of inexpensive fax machines, its initial attempt to create a 
new industry curve from this functional curve was not successful. How¬ 
ever, much of the networking capability that Federal Express installed 
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Figure 3-12. Federal Express and the overnight delivery industry. 
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to handle electronic mail was used in creating the inventory/distribution 
management system that Federal Express is now offering to large cor¬ 
porate clients. In this service, Federal Express handles a portion of the 
inventory function for a company and agrees to deliver any inventory 
item to its destination within a 24-hour period. 

It is relatively easy for companies to drop down from the package de¬ 
livery industry segment to the overnight delivery industry segment. 
UPS did that as soon as Federal Express demonstrated how lucrative 
this industry segment could be. But with the more advanced industry 
curves, which require the creation of a complex and expensive informa¬ 
tion infrastructure, it has become much more difficult to compete with 
Federal Express. 


The Future of the Shipping Industry 

To extrapolate into the future, we can make some guesses as to what the 
next industry curve might be in the shipping industry. An obvious one 
is to increase the penetration into international markets, and this is being 
done by many of the major players in the shipping industry, including 
Federal Express. Another potentially lucrative functional curve for Fed¬ 
eral Express may involve capitalizing on the information infrastructure 
that it has built to handle the inventory and distribution functions for its 
corporate customers and expand this to reach individual consumers. 

Federal Express would seem to be ideally positioned to reach the con¬ 
sumer directly because of the access it has to both corporate clients and 
individual homes across the country. Federal Express has already estab¬ 
lished access to inventory and distribution information for many of the 
companies with which it does business. And, their network of airports, 
distribution centers, and delivery trucks provide them with direct access 
to consumers in the home. It would seem to be a logical step to tie these 
together to perform inventory and distribution functions for companies 
such as large retail companies, who distribute goods directly to consum¬ 
ers. This is likely to be an even bigger market than any of the others as 
electronic marketing to the home significantly increases. 


Changing Industry Structures 

If we look at the entire set of industry and functional curves for the 
shipping industry, a key question becomes: “What is the shipping indus¬ 
try?” The functions that are being performed at the bottom of the chart 
are fundamentally different from those being performed at the top. An 
example here from another industry sheds additional light on this 
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point. The information that American Airlines generates (airline reser¬ 
vations data) has generated higher profit margins in recent years than 
did its physical resources (terminal huildings and aircraft). If this is the 
case, what is the airline industry? 

The same may be beginning to be true for the shipping industry. The 
information infrastructure that Federal Express is creating is fast be¬ 
coming more valuahle than the airports, planes, and trucks it has ac¬ 
quired. Federal Express has been enormously successful because it has 
been able to exploit experience curves in its industry, to take necessary 
risks, and to very quickly make the right things happen. It is very pos¬ 
sible that Federal Express was not the first to think of any of the inno¬ 
vations that it capitalized on, but it is the company that was willing to 
take the risks and exploit new ideas to achieve competitive advantage. 
American Airlines and Federal Express each demonstrate many of the 
qualities of an “innovative leader.” American Airlines is discussed fur¬ 
ther in Chapter 9. 


Investing in Technology 

It has been traditional in American business to view organizations from 
the perspective of the traditional management triangle, first described 
by Robert Anthony in 1965.* 1 What has now happened in many indus¬ 
tries is that the blue-color work force has been steadily shrinking be¬ 
cause of the management focus on cutting costs and because of the suc¬ 
cesses of early applications of technology in the lower waves of 
innovation discussed in Chapter 2. This has often resulted in the 
“Christmas-tree” form of organizational structure shown in Figure 3-Hi. 
Many organizations are finding it to be a requirement, because of in¬ 
tense competitive pressures, to trim out some of the layers of middle 



Figure 3-13. Changing management pyramid. 
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management. This is represented in the diagram by those areas of the 
pvramid outside of the shaded lines. 

Many times this is referred to as decentralization of the organization, 
streamlining the decision-making process, or enabling the organization 
to become more dynamic and flexible. No matter what it is called, how¬ 
ever, it is still downsizing the organization. This downsizing is not nec¬ 
essarily wrong. In fact, downsizing can result in significant cost savings 
that can generate additional funds for the organization. The question 
becomes, what will the new funds be used for? Will the new funds be 
invested back into the organization for research, development, innova¬ 
tion, implementation of new technologies, increasing market share, or 
restructuring and repositioning the organization? In other words, will 
the funds be used to create new levels of organizational effectiveness? 
What has been happening in many organizations is that the funds that 
result from downsizing have often been carried down to the bottom line 
and paid out to stockholders in the form of increased dividends or 
sometimes to repurchase the company’s stock. Innovative organizations 
are instead using these cost savings to fund a switch to new experience 
curves in order to create competitive advantage for the future. 

Experience Curve Strategies 

Pankaj Ghemawat said the following in “Building Strategy on the Expe¬ 
rience Curve”: 

What distinguishes the winners from the losers in the experience 
curve game is their grasp of both the logic of the experience curve 
and the characteristics of the competitive arena that determines its 
suitability as a strategic weapon. 5 

The challenges are to determine the suitability of applying technol¬ 
ogy and to learn how to use it as a strategic weapon. In order to do this, 
we must ask ourselves whether the organization has the proper controls 
and structures that are required to assimilate, learn, and change. Just as 
in Chapter 2 we were able to plot the waves of innovation against the 
management culture of the organization, we can also assess whether the 
management philosophies of the organization enable or inhibit our abil¬ 
ity to identify requirements for shifting to new experience curves. We 
must ask questions like: 

■ What industry and functional curves are we currently on? 

■ What industry and functional curves are our competitors on? 

■ Who is likely to be the key player in the future? Us, a competitor, or 
a new player? 
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■ What will it take to effectively compete in the future? 

■ Does the organization have the ability to create or move to the new 
curves? 

Conclusion 

The industry leaders are implementing new industry and functional ex¬ 
perience curves to exploit the chaotic forces at play in the environment. 
These new curves go far beyond the traditional cost-savings orientation 
and are frequently used as weapons to achieve competitive advantage. 
Managers must assess the organization’s ability to exploit experience 
curve strategies in the areas of technology and competitiveness. To a 
major extent, it is the uses of experience curve strategies as strategic 
weapons that are changing classical industry relationships. We musi 
make no assumptions concerning experience curve strategies. In many 
cases, leaders are both decentralizing and centralizing. In attempting to 
identify the need to shift to a new experience curve it is important to ask 
ourselves, Are managing hy “The Paul Masson School of Technology’’? 1 


We will use no system before its time. 


Chapter 4 provides insight into methods for understanding how 
power structures are changing in the industry and to properly position 
the organization to take advantage of strategic opportunities. Chapter 4 
builds on the understanding provided by studying the waves of innova¬ 
tion and experience curves. 
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Redefining 
Industry Power 
Relationships 


Introduction 

As we pointed out in Chapter 1, the road maps arc now gone and man¬ 
agement needs a new set of lenses to view the business environment, 
examining how industry power relationships are heing redefined pro¬ 
vides a lens lor viewing the organization’s competitive environment. An 
analysis of changing industry power relationships represents the third 
step in the strategic thinking process. We began, in Chapter 2, by look¬ 
ing at the broad technology waves that characterize the industry. In 
Chapter we examined technology more closely by analyzing experi¬ 
ence curve strategies. In this chapter, we create charts of the power re¬ 
lationships that exist today in the industry and then describe techniques 
for predicting how these power relationships can be redefined through 
appropriate applications of technology. Wc will sec that an analysis of 
changing industry power relationships is an excellent tool for assessing 
an organization’s competitiveness, both now and in the future. 


Expanding the Competitive 
Forces Model 

In Chapter 2, we introduced three characteristics of the use of technol¬ 
ogy that Porter and Millar have found produce substantial and sustain¬ 
able competitive advantage: 
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■ It alters industry structures. 

■ It supports cost and differentiation strategies. 

■ It spawns entirely new industries. 

We also introduced Michael Porter’s chart of competitive forces. We 
can use such a chart to begin understanding the competitive environ¬ 
ment and to identify those uses of technology that are likely to generate 
substantial and sustainable competitive advantage. In this chapter, we 
will expand the competitive forces model of Michael Porter to create a 
strategic forces model that includes technology, demographics, converg¬ 
ing industries, government awareness of impacts to health and the en¬ 
vironment, global competition, the waves of innovation, and whatever 
else is important in our particular environment. We can use the strate¬ 
gic forces model, shown in Figure 4-1, to help define and assess changes 
within the organization’s internal and external relationships. We must 
analyze each of the forces shown in Figure 4-1 and alert the organiza¬ 
tion to threats and potential opportunities. The challenge in the future 
will be to manage within a world of accelerating change. 

The strategic forces model can be used as a framework to generate a 
number of thought provoking ideas, such as: 

■ What is the impact of technology on the enterprise and on the indus¬ 
try as a whole? 

■ What is the impact of current and future government regulation or 
deregulation? 

■ What important changes are occurring in the industry and what 
changes could occur in the future? 

■ What waves of innovation are emerging (see Chapter 2)? 

■ What new experience curves can he exploited (see Chapter 3)? 
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■ How tiin we raise entry costs to new entrants into the industry? 

■ Can sophisticated information systems help? 

■ Are customers demanding value-added information systems services? 

■ Are functional relationships being restructured? 


Defining Industry Power 
Relationships 

An important part of strategic thinking is to develop charts of these 
strategic forces to analyze the power relatioriships that exist in the indus¬ 
try. We can then use these charts to begin assessing how technology can 
be used to redefine these power relationships to shape the future for 
the organization’s benefit. Figure 4-2 shows the traditional relationships 
that might exist in a typical enterprise. This chart shows a chain that 
runs from the supplier to the manufacturer to the wholesaler to the re¬ 
tailer. A chart such as this begins to point out the key linkages that exist 
within the organization and within the industry. An important part of 
strategic thinking is to identify these linkages, to determine which of 
them are most important to the enterprise, and to anticipate how they 
are likely to change. Management of the links and the associated rela¬ 
tionships then becomes a critical issue that must be addressed. 


Determining Who Owns the 
Chart 

An important question to ask when analyzing any chart of industry 
power relationships is: “Who owns the chart?” By “owner,” we mean the 
predominant player—the one who typically sets the rules. If the chart in 
Figure 4-2 represents the automobile industry and has been prepared 



Figure 4-2. Traditional industry power relationships. 
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by the management of a major automobile manufacturer, we can safely 
surmise that they own the chart. But if the chart had heen prepared by 
the management of a manufacturer of brake linings, then they do not 
own the chart; they are one of the members —a niche player, if we do 
not own the chart, then we must determine who the owner is, predict 
what tbe owner of the chart is going to do, and analyze the evolving 
rules of competition within the industry. An analysis of an industry 
power relationships chart can provide us with a powerful tool for visu¬ 
alizing where we are with respect to the competition and to other orga¬ 
nizations with which we interact. It provides a method that we can hegin 
to use to answer some of the questions we asked earlier. 


Constructing Changing 
Industry Power Relationships 
Charts 

An important step in analyzing industry power relationships is to deter¬ 
mine how the power relationships, and, therefore, how the linkages in 
the chart, are likely to change in the future. As the organization begins 
to use advanced technology to achieve competitive advantage it is im¬ 
portant to determine how these links must be managed. Figure 4-3 
shows the relationships that might exist when an organization uses ad¬ 
vanced information systems technology to establish electronic channels 
for streamlining communications hetween organizations. Some key 
questions that should be asked about this new chart of industry power 
relationships are: 

■ Who owns the new chart now? Are we a member or the owner? 

■ How will the linkages change in the future? 



Figure 4-3. Changing industry power relationships. 
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■ How can we more effectively exploit the organization’s assets and 
more effectively manage the linkages shown on the chart? 

■ Could some parallel or complementary industry replace our products 
or services? 

■ What impact could the converging industries or strategic alliances 
have on the organization? 

■ What new innovation waves or experience curves are emerging and 
how might industry power relationships be affected? 

In the example shown in Figure 4-3, electronic channels might permit 
the manufacturer to begin using “just in time manufacturing.” It might 
also allow techniques such as “just in time distribution” to the retailer. 
Future technological enhancements might allow the consumer to be 
reached directly. The “network” box in Figure 4-3 might be today’s 
people-driven distribution channels, it might represent a series of alli¬ 
ances, or it could be knowledge workers grouped together by electronic 
channels. Such changes in industry power relationships often have sig¬ 
nificant impacts on the players on the chart. For example, in this case 
the use of electronic channels facilitates a more streamlined and effec¬ 
tive distribution system. In many cases, it is probable that some inter¬ 
mediary distribution functions may be eliminated, unless they can pro¬ 
vide significant value-added services to their customers. 

Part of the strategic thinking process involves drawing charts of 
changing industry power relationships for the organization and the in¬ 
dustry of which it is a part. Such charts provide a powerful tool for vi¬ 
sualizing where the organization is with respect to the environment. 
This ph ase of strategic thinking involves two important steps: identify¬ 
ing the links and then determining how to manage them. 


Step 1: Identifying the Links 

By drawing charts of changing industry power relationships, we can be¬ 
gin to identify the important links that exist in an industry. There are a 
number of questions that we can ask in attempting to understand these 
links: 

■ What are we doing, and what should we be doing, relative to gaining 
substantia) and sustainable competitive advantage, given the existing 
industry power relationships? 

■ Are we changing the industry? Are we leaders in the industry, or sim¬ 
ply reacting to changes caused by others? Are we using electronic 
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channels, or are they being installed by our competitors? IIOur com¬ 
petitors are installing them, will we be able to compete in the future? 

■ Are we differentiating ourselves and our products from others? 

■ Are we entering new markets? 

We must ask the question: “Who will own the chart in the future?" 
The answer may be: 

■ Those who have a vision of the future and are using technology ef¬ 
fectively. 

■ Those with the ability to understand the converging and rest met til¬ 
ing of industries. 

■ The organizations with the insight to form powerful alliances with im¬ 
portant external organizations (suppliers, customers, companies hav¬ 
ing complementary products/services, and so on). 

■ The organizations who enter new markets to find opportunities for 
expanding from their mature markets. 

■ I'he organizations with a comprehensive strategy for the use of tech¬ 
nology. 

Understanding who owns or controls a chart of industry power rela¬ 
tionships today and who is likely to own it in the f uture is critical to for¬ 
mulating strategies for cooperating with strategic partners and for deal¬ 
ing effectively with the competition. 


Step 2: Managing the Links 

It is not enough to identify and understand the linkages that exist in the 
organization and in the industry as a whole. Once we have identified the 
important external linkages, we must then develop strategic plans for 
actively managing these links. Managing the links is essential to achiev¬ 
ing sustained strategic advantage. In many cases, it will happen that no 
one in the organization has the responsibility for managing ihe external 
linkages that we identify. When this occurs, management must ensure 
that strategic and tactical plans are developed for ensuring that the 
right individuals in the organization take responsibility for managing 
important linkages, The process must be formalized, and the manage¬ 
ment team must constantly assess how it is doing in managing the orga¬ 
nization’s relationships with external organizations. The failure of an 
organization to manage important linkages can be as much of a prob¬ 
lem as failing to recognize a new wave of innovation or failing to imple¬ 
ment a required new experience curve. 
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Figure 4-4. Power relationship chart for public education 


Power Relationships in 
Education 

Charts of changing industry power relationships can be drawn up for 
any type of organization. For example, school systems in the United 
Stales are beginning to use the techniques we discuss here to analyze 
their own power relationships. (See Figure 4-4.) With respect to schools, 
the supplier —the school system—owned the chart in the past. In the fu¬ 
ture it appears that the buyer —business and industry—will have signif¬ 
icantly more influence and, in a number of situations, may even own the 
chart in the future. For example, a state might analyze power relation¬ 
ships in order to use education to create the best possible workforce and 
thus he hetter able to attract new industry into the state. 


Identifying Strategic Business 
Alliances 

Another key question that we must ask in analyzing industry power re¬ 
lationships is this: “How might the enterprise form strategic alliances 
that can be advantageous?” If organizations can join forces to cause 
changes in industry power relationships, we must be able to anticipate 
these alliances. We must also anticipate strategic alliances that might be 
detrimental to the enterprise and weigh the tradeoffs, benefits, expo¬ 
sures, and investments accordingly. 

The creation of strategic alliances will be an important task for many 
organizations in the 1990s. Strategic alliances can he a much quicker 
and less expensive method for achieving competitive advantage than 
other methods. The use of advanced technology to create electronic 
channels makes many new types of strategic alliance possible in which 
organizations are glued together electronically and not by means of 
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bricks and mortar or through outright ownership. Such alliances enable 
the organization to cross traditional industry boundaries in order to 
compete in fundamentally different ways. Often, the wav that technol¬ 
ogy will be used to enhance the development of strategic alliances will 
be through sharing of communication networks, consumer databases, 
and application functions. 

This sharing of f unctions is taking place in two stages. First, members 
of alliances are beginning to share functions in development, distribu¬ 
tion, marketing, education, and maintenance for products or services. 
Such sharing of functions will help to reduce development cycle limes, 
provide economies of scale and scope, and create new opportunities not 
possible for any of the individual organizations working alone. Second, 
alliances will be formed in which organizations will work ingcthcr to 
provide a single image to the customer organization or to the consumer. 
By achieving this, the members of the alliance will he able to provide a 
common solution. Here, we will find the members of the alliance jointly 
developing solutions that are designed to he tightly integrated into die 
customer’s husiness operations. An example of this might be joint de¬ 
velopment of computer applications and product distribution systems 
that are designed to provide a single image to the customer. Today we 
see the beginnings of this trend with the Quik Link system, provided by 
the Corporate Alliance, a health care industry alliance founded by 
Abbott Laboratories and 3M, Quik lank provides hospitals with a wide 
variety of products that are required to operate a hospital. The alliance 
between American Airlines AAdvantage frequent flier program and 
other organizations, such as Citibank's credit card operation, is another 
example. 

It is important to realize that changing industry power relationships 
are occurring on a broad scale in certain industries. Organizations in 
the converging industries are altering their structures and their power 
relationships so radically that the very nature of these industries is 
changing beyond recognition. In many cases, accepted industry defini¬ 
tions have become ohsolete. Banking is a prime example of this trend. 


Two Views of Changing 
Industry Power Relationships 
Charts 

We can adopt two different views of the charts of changing industry 
power relationships when we perform this phase of strategic thinking. 
We can take a high-level industry view in which we perform a strategic 
assessment of the organization’s position with respect to other organi¬ 
zations. The industry view has been the focus of this chapter thus far. 
Alternatively, we can take a more functional internal view. Here, we an- 
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alvze the effectiveness of the organizational structure and see which 
functions are critical. Understanding this, we can then ask what en¬ 
hancements can be made to these functions to provide substantial and 
sustainable competitive advantage. Could restructuring or enhancing 
these functions enhance the organization’s role in the industry, or even 
change the industry? From a negative viewpoint, what changes in the 
industry would have a major impact on the key internal functions? An 
example of this might be the future impact of the home shopping phe¬ 
nomenon on the major internal distribution, warehousing, and retail 
stoi e functions of large retailers such as Sears, JCPenney, and K Mart. 
To use the industry power relationships charts to assess internal restruc¬ 
turing for the future may be as critical as understanding the changes 
that are occurring in the industry. To be caught by significant industry 
shif ts and not be able to respond can be a major problem. In the future, 
internal and external changes will no longer be separable. In many 
cases, in order to downsize or form alliances, we will have to off-load 
functions to outside the organization. We have to recognize that the tra¬ 
ditional demarcation of functions in many cases will no longer make 
sense. 


Conclusion 

Analyzing industry power relationships can help to suggest ways that 
the organization can foster a feeling of innovation and entrepre- 
neuring. We once saw the following quote of John Masters, a Texas oil 
executive, hanging on the wall of the Dallas/Fort Worth airport: 

You have to recognize that every out-front maneuver you make is 
going to be lonely, but if you feel entirely comfortable, then you’re 
not far enough ahead to do any good. That warm sense of every¬ 
thing is going well is usually the body temperature at the center of 
the herd. 

By examining and clearly understanding industry power relation¬ 
ships, top management can begin to have an understanding of how the 
enterprise must operate in the context of an extended enterprise. Chap¬ 
ter 5 introduces the extended enterprise and discusses how competitive 
forces are driving or enabling the restructuring of the organization. 

Remember: 


If you don’t make dust, you eat dust. 
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Extending the 
Enterprise 


Introduction 

In the past, the relationships we have created with die nrgani/alinn.s 
with which we do business have largely been anus-length relationships 
that operate in the context of formal rules, cunlrai ts, and procedures. 
There lias typically been link' or no interaction between companies in 
an individual organization's internal decision-making process. However* 
as organizations are beginning to imegrate their operations through 
linkages with customers and suppliers, ii has begun to happen dial crit¬ 
ical day-to-day managerial decisions within a supplier organization are 
now often made outside dial oigani/ation in die offices of a major cus¬ 
tomer. In addition, the jusi-in-iime environment and its requirement 
for quick delivery from suppliers puts customers in a delicate position if 
the shipments stop for’ some reason. YVe believe that in examining die 
realm and the extent of the organization, we must begin to look [ui tlier 
out from the traditional legal boundaries and legal dclmiiions as we 
have known them in the past. 

1'he analysis of changing industry power relationships dial we began 
in Chapter 4 leads direc tly to an understanding of how organizations 
operate in the context of an vxtvmlrd nttnjnise. 


The concept of the extended enterprise is a key element in 
the formulation of a strategic business vision and is 
critical to the development of effective strategies. 
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We I'annot develop effective strategies today unless we have a clear 
understanding of how the enterprise interacts with external organiza¬ 
tions. Using this lens for visualizing the organization’s extended enter¬ 
prise is the fourth step of the strategic thinking process we began in the 
previous three chapters. 


Classical Management 
Organizational Structure 

Top management has traditionally viewed the enterprise using Robert 
Anthony’s classical management triangle, which we introduced in Chap¬ 
ter 3. 1 Bv the term enterprise here we are referring to the functions that 
are within the traditional management and legal boundaries of the or¬ 
ganization. In the traditional organizational structure, power flows 
downward, from top management, through middle management, to 
operational managers and supervisors. At the same time, information 
Hows upward, and day-io-clay execution is at the operational levels. It is 
important to understand that the types of decision made at each level in 
the organization differ, According to Simon, the decisions made by op¬ 
erational management tend to be structured and repetitive. Middle 
management operates in an environment where decisions are semi- 
structured and not nearly as repetitive as those of lower-level manage¬ 
ment. Top management makes decisions that are very unstructured 
and are rarely repetitive." These distinctions can be very helpful when 
reflecting on the innovation arrow. 


The Extended Enterprise 

It is now clear that businesses no longer fit the classical model of a chief 
executive officer directing internal corporate operations, such as man¬ 
ufacturing or purchasing, without regard to customers, suppliers, com¬ 
petitors, and advanced technology. The new economic realities demand 
that we redefine the organizational structure so that it comprises not 
only our organization but also the organizations with which we inter¬ 
act—an extended enterprise. Figure 5-1 shows how the classical Rohert 
Anthony view of the enterprise (the top part of the chart) is augmented 
hy the organizations with which the enterprise does business (the bot¬ 
tom part of the chart). The elements of the organization’s extended en¬ 
terprise may include suppliers, buyers, government agencies, and all 
other external organizations that are important to the organization’s 
success. 
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Having reviewed the waves of innovation, experience curve strate¬ 
gies, and power relationship charts, we can now begin defining the 
structure of the organization's extended enterprise, an important part 
of strategic thinking. In constructing an extended enterprise chart, the 
three steps shown in Figure 5-2 are important. First, we must identity 
the key parts of the organization's extended enterprise. Second, we 
must identify the key linkages that exist in the external environment. 
Finally, w r e must learn how to effectively manage these linkages. By per¬ 
forming these three steps we can develop a concept of the organiza- 
tions extended enterprise and begin creating the visual imagery that 
describes the organization of the future. The ability to visually see the 
structure of the extended enterprise can help us to begin communicat¬ 
ing the vision throughout the organization. 



Figure 5-2. Constructing the extended enterprise. 
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Fundamental Insights 

Perceiving the business in the context of an extended enterprise re¬ 
quires a clear understanding of two fundamental insights. First, the suc¬ 
cess of the enterprise depends on the existing and potential relation¬ 
ships that exist among all elements of the extended enterprise, 
including workers, managers, suppliers, competitors, and distribution 
channels. Second, the information content of products and services in 
most industries is steadily increasing. Many industries continue to price 
products and services and develop strategies based on the cost of raw 
materials, manufacturing, and transportation. This is done not realizing 
the following important fact oflife in today’s business environment: 


Over 70 percent of the final cost of goods and services 
delivered to customers is dependent on information. 


Long-term success will be determined by how well the organization is 
able to capture, manipulate, exchange, manage and use information as 
a strategic tool. 


New Organizational 
Perspective 

An organization that is structured along the lines of the classical man¬ 
agement triangle, and is managed using traditional methods, often pur¬ 
sues competitive advantage by focusing upward within the enterprise. 
This focus often results in a manufacturing and staff orientation and 
creates a demand-driven, transaction-oriented environment that was 
appropriate when stable industry structures were the norm and when 
there was no shortage of skilled workers. The emphasis in such an en¬ 
vironment tends to be on developing effective management control sys¬ 
tems. In today’s environment, the ways in which leading organizations 
are achieving competitive advantage are changing radically. Figure 5-3 
shows how strategies for achieving competitive advantage have been 
moving upward through the organization over time and are now mov¬ 
ing outward into the extended enterprise. It is extremely important that 
these strategies move outward in order to exploit the entire extended 
enterprise rather than limiting the strategic view to only the internal re¬ 
sources that the organization controls. The extended enterprise must 
become the focus of new attempts at achieving strategic advantage. 
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Extended Enterprise 



Figure 5-3, Competitive advantage is moving upward through the organization and outward 
into the extended enterprise 


Views of the Organization 

We can view the organization using either an internal focus or an exter¬ 
nal focus. Although an internal focus is still important in many cases, 
adopting an external focus will allow us to identify opportunities for 
creating strategic advantage by looking at dif ferentiation strategics, new 
markets, and changes in industry structure. As we have been stressing, 
success will increasingly depend on using advanced technology to create 
electronic channels that allow direct communication with all the key el¬ 
ements in the extended enterprise. 


Internal View 

An internal view of the organization represents the traditional view 
of organizational structures that we have had in the past. Strategic 
thinking that takes an internal focus can begin with a list of the key 
functions or assets that are important today for the organization. Al¬ 
ter we create such a list, we can look out 3 to 5 years and identify 
those functions or assets that will become important in the future. 
We can then place the internal functions and assets on a chart that 
hegins to show the key linkages that exist among the important func¬ 
tions and assets. (See Figure 5-4.) If one or more of the functions or 
assets in the First list is likely to change, we can then begin to predict 
what will be the impact of that change on the others. It is important 
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Figure 5-4. internal analysis of the enterprise. 
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that the entire management team develop a single, consistent inter¬ 
nal view of the organization. All managers and all workers must un¬ 
derstand the key functions, important strategies, and the project pri¬ 
orities in order for the organization to achieve success in the 
environment of the 1990s. All must be looking at the same elephant. 
Strategic thinking techniques that focus on the internal view are still 
valuahle, and the leaders in today’s environment arc those that have 
been able to successfully employ such techniques in mapping the way 
in which the organization should evolve. 

An internal strategic thinking locus has allowed organizations to sig¬ 
nificantly enhance their operations in the following areas: 

■ Enhancing quality 

■ Becoming the low-cost provider 

■ Becoming the most effective marketer 

■ Increasing flexibility 

■ Improving service 

■ Enhancing innovation and creativity 

■ Improving profitability 

■ Enhancing management decisions 

All of the preceding are still important. However, hefore analyzing 
the organization from an internal perspective, it is of significant value Lo 
first perform an analysis that is based on an external view. An analysis of 
external factors will allow the planning group to better understand the 
impact of modifications to the organization that are being demanded by 
the changing environment. It enables the group to better understand 
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how to beuer exploit internal assets in the extended enterprise to pro¬ 
vide strategic advantage. 


External View 

With an external view, the focus of strategic thinking is on a different 
set of factors. These are significantly different than the factors we ana¬ 
lyze when we examine the organization with an internal focus, and 
these tend to be much more important as well. To analyze the external 
view of the organization, we draw up lists of important external func¬ 
tions, external assets, and stakeholders in the organization, To be most 
useful, we should limit such a list to the 6 or 7, no more than 10. key 
elements in the extended enterprise. (See Figure 5-5.) 

There are two types of stakeholder in the extended enterprise that 
are important. One type consists of those people or organizations that 
are affected by decisions that your organization makes. Another type 
consists of those people or organizations whose decisions have an im¬ 
pact on your organization. It is important that in building the list that 
we take into considerations both types of stakeholder. We can then 
place the external elements that we identify in a chart that will allow us 
to begin characterizing the organization’s extended enterprise. (See Fig¬ 
ure 5-6.) After completing the chart, we again look out 3 to 5 years and 
try to identify how the stakeholders are likely to change anti to find the 
key linkages among them. As with the charts of changing industry 
power relationships that we examined in Chapter 4, once we have iden¬ 
tified the important linkages in the extended enterprise, we must then 
determine how these linkages must be managed. The process of iden¬ 
tifying the important linkages in the extended enterprise and determin¬ 
ing how these linkages must be managed are key parts of strategic 



Figure 5-5. External analysis of the enterprise. 
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thinking and are important steps in beginning to formulate a strategic 
business vision. 

When we analyze the organization from an internal perspective, the 
advantages we are able to achieve are focused inward on the organiza¬ 
tion itself. Although these advantages are certainly important, we have 
seen that they are no longer enough. When we analyze the organization 
from an external focus, we will find that we can achieve results that 
have significantly greater impact than those we can achieve with an in¬ 
ternal focus. These results include: 

■ Achieving strategic advantage 

■ Differentiating products and services 

■ Creating electronic channels 

■ Building people systems 

■ Entering new markets 

■ Restructuring the organization 

■ Restructuring the industry 
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Figure 5*7. Automobile manufacturing industry 


Figure 5-7 shows examples of the elements in the extended enterprise 
of an organization in the automotive industry. 

By examining industry power relationships and identifying the link¬ 
ages that exist, we might picture the extended enterprise as shown in 
Figure 5-8. Such a chart allows us to begin seeing which linkages are the 
most important and allows us to begin asking questions about how the 
organization might begin to enhance market share in important sup¬ 
porting industries, such as auto financing and auto insurance. The 



Figure 5-5. Extended enterprise for an automobile manufacturer. 
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chart enables us to begin identifying how the consumer can be better 
served in the future, for example by using such technology as home 
computers and touch screens to help in choosing appropriate options 
and to automate the ordering process. As we begin to understand these 
linkages, we can better see how critical internal assets and linkages need 
to be enhanced or offered to partners as a vehicle for improving the 
effectiveness of the entire extended enterprise. In fact, some of these 
internal assets, when shared with other organizations, increase loyalty 
and become barriers to switching to the competition. 


Owner or Member? 

Figure 5-9 shows two different ways in which we can view the extended 
enterprise. As we discussed in Chapter 4, we must again ask: "Who 
owns the chart?" The organization will have an entirely different set of 
objectives if we determine that the organization is the owner of the chart 
than if we decide that it is a member of some more powerful organiza¬ 
tion’s extended enterprise. 


Objectives of the Owner 

An organization that is the owner of the extended enterprise must care¬ 
fully choose members for the extended enterprise that are likely to be 



Figure 5-9. Views of the extended enterprise. 
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successful. The organization must then work with them to ensure your 
combined success. The success of the owner organization is tied directly 
to the success of' the members. The following should be some key ob¬ 
jectives for the “owner” of the chart: 

■ Maintain loyalty. 

■ Protect existing markets. 

■ Develop new markets. 

■ Cross industry boundaries. 

■ Reduce costs to the customer. 

■ Enhance service. 

■ Change industry structures. 

■ Increase the overall competitiveness of the entire extended enter¬ 
prise. 


Objectives of a Member 

Just as it is important for the owner of the extended enterprise to en¬ 
sure the success of its members, it is of paramount importance that a 
meinher choose an owner who is also likely to be successful. I lie orga¬ 
nization must then work with the owner to ensure their mutual pros¬ 
perity. The following are some of the objectives that are important for a 
"member” of some other organization’s extended enterprise: 

■ Understand the “owner’s” view of the extended enterprise. 

■ Understand and build your own extended enterprise. 

■ Take advantage of the opportunities that exist, 

■ Understand the exposures that exist. 

■ Become more efficient. 

■ Anticipate and respond to the owner’s needs and demands. 


Creating a Win-Win 
Environment 

It is important that the linkages that exist between the members of the 
extended enterprise create synergies. The whole should become more 
valuable than the sum of the parts. We must optimize these synergies 
for the long-term survival of the entire extended enterprise. Whether 
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the organization is the owner of the extended enterprise or a member, 
the following is critical: 


All members of the extended enterprise must 
work together in win-win relationships. 


The win-win environment is key if the entire extended enterprise is 
to successfully compete in the changing global markets. A win-win en¬ 
vironment means to share a common vision and to work toward com¬ 
mon objectives. It is important to realize that win-lose partnerships in¬ 
evitably become lose-lose in the long term. 


Developing Management 
Strategies 

It is important in today’s environment for the entire management team 
to adopt a view of the organization that looks outward and recognizes 
the importance of the extended enterprise. This will allow the manage¬ 
ment team to begin assessing the strategic position of the organization 
with respect to the industry. It will also lead to identifying requirements 
for restructuring the organization to better use advanced technology to 
create the electronic channels that will be needed. In the future, the 
converging industries will have a greater impact on the organization 
and we will require a more global view of the competitive environment. 


Communicating the Vision 

We must ensure that the extended enterprise can successfully compete 
with the extended enterprises of the competition. In order to do this, 
the bottom line in the new environment is that we must communicate 
the extended enterprise vision throughout all the members in the ex¬ 
tended enterprise, and we must also be willing to constantly reassess the 
vision of the extended enterprise and to make changes as they are re¬ 
quired. 


Using Electronic Channels 

In order for the extended enterprise to be successful, it is important to 
make appropriate use of electronic channels that permit the elements of 
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the extended enterprise to effectively communicate. The creation of 
strategic advantage in the extended enterprise often begins by establish¬ 
ing simple electronic channels that allow the members of the extended 
enterprise to exchange business transactions with one another. The 
members can then extend the reach of these electronic channels and 
change organizational structures to more closely integrate their business 
operations. The electronic channels can then be extended even further 
to cause a restructuring of the industry in which the extended enter¬ 
prise operates. Channels that reach the ultimate consumers of products 
and services often create entire new industries. Kxamples ol these types 
of electronic channel abound in industry. American Airlines with its pi¬ 
oneering work on airline reservations systems is a prime example that 
we examine in depth in Chapter 9. Consumers can now hook airline 
flights, make hotel reservations, and reserve rental eat s using an inex¬ 
pensive home computer. The partnership of Sears and IBM in the 
Prodigy system that is bringing retail distribution channels directly into 
the consumer’s home is another example. Banking has used electronic 
funds transfer to speed the flow of money and in some cases has 
brought access to banking services directly into the homes of consum¬ 
ers. Tbe reader can probably think of many more examples of sophis¬ 
ticated electronic channels that are being used today. The way in which 
electronic channels must evolve is discussed in detail in Chapter (i. 


Conclusion 

An organization’s success will increasingly depend on its ability to en¬ 
sure that it is able to achieve strategic advantage by exploiting not only 
its own internal resources but the collective resources of the entire ex¬ 
tended enterprise. The competitive environment today is no longer a 
simple one where organizations are pitted against organizations. In¬ 
stead, the management team must ensure that its entire extended en¬ 
terprise is positioned to compete with the extended enterprises of the 
competition. Those organizations that have a clear vision of their ex¬ 
tended enterprise will have overwhelming advantages over those orga¬ 
nizations that have not been able to articulate such a strategic view. 
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Visualizing 
the Electronic 
Channels 


Introduction 

Having a dear view of changing industry power relationships and a 
chart of the extended enterprise, we can begin to develop a strategy for 
using electronic channels. The lens we discuss in this chapter suggests 
ways in which we can take action in implementing the strategies that are 
evolving. This discussion oi electronic channels examines both the link¬ 
ages that exist within the organization and the linkages that connect the 
organization with externa! members of the extended enterprise. Elec¬ 
tronic channels constitute major tools for implementing arid exploiting 
the extended enterprise. They are the tools we use to improve the ef¬ 
fectiveness of the organization’s external and internal links. These link¬ 
ages, when they are identified and automated, will position us to 
achieve greater market share, provide the ability to expand into new 
markets, and allow us to realize marketing and cost advantages over the 
competition. In some cases, we may he able to use electronic channels to 
change the very structure of the industry. This chapter examines fac¬ 
tors that are motivating organizations to create electronic channels. It 
also examines technologies for implementing electronic channels that 
can create significant entry harriers for the competition. 


Definitions 

Before we discuss how channel systems have evolved, it will be helpful 
to establish a common vocabulary to help guide us through this chapter. 
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A channel is a conduit or pipe that connects two or more points. A mar¬ 
keting channel or a distribution channel is a conduit for products, ser¬ 
vices, or information. Such a conduit can exist inside or outside of the 
organization; it can be either physical (for example, a fleet of trucks) or 
electronic (for example, a network for interconnecting computers). 


Information Systems 
Evolution 

As we have seen, information systems began as purely internal systems 
for supporting the enterprise and for implementing cost avoidance 
strategies. They are now evolving into strategic systems for producing 
revenue and for creating substantial and sustainable competitive advan¬ 
tage. it is becoming clear that those who are unable to recognize and act 
on the changing role of information systems will face a declining share 
of the market and perhaps risk being unable to survive within their in¬ 
dustry. The information systems that leading organizations are install¬ 
ing today are significantly enhancing and expanding the scope of the 
electronic channels that early information systems implemented. 


The Evolution of Channel 
Systems 

Electronic channels have evolved in a series of stages over time f rom the 
early internal online computer systems that many organizations in¬ 
stalled in the 1960s. The first stage in the evolution of external elec¬ 
tronic channels occurred when internal online computer systems made 
the first step outward by allowing electronic communication to take 
place between organizations on a transaction-to-transaction basis. The 
pioneering efforts at electronic data interchange (EDI) are examples of 
this first stage. 


Electronic Data Interchange 

The early applications of computer-to-computer communication be¬ 
tween organizations were called EDI. Normally, the intent of EDI sys¬ 
tems is to eliminate time delays, save on people cost, and streamline the 
administrative process. The management focus on systems that use EDI 
is to reduce cost and save money—below-the-line functions. 

The first significant industrywide system to use electronic data inter¬ 
change was installed in the 1960s by the railroad industry in the United 
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States to implement a railroad car repair billing system, Each major type 
of repair to a railroad car was standardized so that any railroad could 
repair any car and then bill the appropriate railroad for the repair. The 
American Association of Railroads was instrumental in designing and 
implementing this system. Other examples of EDI include computer-to- 
computer order entry, electronic funds transfer, and exchange of ship¬ 
ping notifications. 


Interorganlzatlonal Systems 

Many organizations that developed EDI systems early have already 
evolved to the next step of inter organizational systems (IOS), first de¬ 
scribed by Cash and Kosynski. The use of interorganizational systems 
creates a more advanced stage of organizational interdependence. 
These systems go heyond a transaction-to-transaction orientation and 
have often caused major organizational restructuring to occur in those 
industries that have used them. Examples of interorganizational systems 
can be found in the automotive and chemical industries where organi¬ 
zations jointly develop just-in-time inventory, quality control, electronic 
billing, and engineering development systems. In the retail industry, ex¬ 
amples can be found in quick-response, zero-balance inventory systems 
that interlink major retailers with their suppliers. Major opportunities 
for these systems exist in the more service-oriented sectors, such as in¬ 
surance, banking, health, and education. The intent of IOS is to start 
with below-the-line EDI functions and then shift to an above-the-line, 
strategic orientation. The focus of IOS is toward gaining market share 
through creating strategic advantage. The sharing of communication 
networks among organizations is a major component of these systems. 
Interorganizational system networks provide the electronic channels 
that can be used to change the structure of the organizations that share 
them. 


Electronic Channel Support Systems 

Organizations that have evolved from EDI systems to IOS are now be¬ 
ginning to develop and use an entirely new type of channel system. As 
we push down into the extended enterprise, more sophisticated channel 
systems are required that are involved with the distribution of knowl¬ 
edge and with the support of people-driven activities. A key characteris¬ 
tics of such systems is that they are designed to leverage the shrinking 
knowledge worker resources that we have at our disposal. We call these 
advanced forms of electronic channels electronic channel support systems 
(ECSS) to distinguish them from the simpler interorganizational sys- 
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tems from which they are evolving. Our definition of an electronic 
channel support system stresses information and knowledge rather than 
just da la: 


An electronic channel support system is a 
system that enables an organization to 
electronically create, distribute, and 
present information or knowledge. 


The information or knowledge manipulated by an electronic channel 
support system can constitute a primary product or service, or it might 
provide an ancillary service or a complementary enhancement to a pri¬ 
mary product or service. 

Electronic channel support systems extend the f unction and power of 
electronic channels to an even greater level than IOS. Electronic chan¬ 
nel support systems tend to focus on the information and service func¬ 
tions in the areas of marketing, education, and demand creation. Willi 
them the focus shifts from enhancing the common functions between 
organizations to exploiting changes in the very rules of competition in 
industries. In many cases, they are causing industries to converge, as the 
banking and insurance industries are doing today. Electronic channel 
support systems tend to shift the focus from transaction processing and 
the sharing of communication networks to allowing the organization to 
directly reach the ultimate consumer of products and services. 

Figure 6-1 shows a version of the business linkages chart introduced 
in Chapter 3 in which we have divided the functions that are performed 
in producing and distributing a product or a service into two categories. 
Those on the right are associated with the physical component of the 
product or service; those on the left are those associated with the infor¬ 
mation component. Porter and Millar describe the differences between 
the physical component and the information component: 

Every product or service has both a physical component and an in¬ 
formation component. The physical component includes ail the 
physical tasks required to perform the activity as well as the product 
or service itself. The information component encompasses the steps 
required to capture, manipulate, and channel the data necessary to 
market the product or service. 1 

It is important to realize that there are three things associated with 
the channel systems that today’s organizations use: the people that are 
associated with products and services, the physical component of prod- 
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Figure 64. Costs associated with business functions. 


ucts and services, and the information component. All three of these 
play a role in implementing channel systems. 

Earlier forms of electronic channel focused on the linkages involving 
the physical component—suppliers and manufacturing. With electronic 
channel support systems the focus changes to the information compo¬ 
nent—marketing, administration, distribution, and customer service. 
The focus also changes from the use of older, more conventional tech¬ 
nology to new forms of communications technology. In electronic chan¬ 
nel support systems, the emergence of new technologies, such as image, 
fiber optics, expert systems, digital voice, motion video, and enhanced 
personal computer power will accelerate the development of these elec¬ 
tronic channel applications. Chapter 9 provides additional insight into 
how electronic channel support systems can be used as strategic tools 
for increasing organizational effectiveness. 


Industry View of Electronic 
Channels 

As discussed in Chapter 3, each function in the chart of husiness link¬ 
ages represents a contribution toward the ultimate cost of a product or 
service. The research and development costs, supplier costs, and man- 
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ufacturing costs, which are those associated with the physical compo¬ 
nent, generally represent only 30 percent or less of the total cost of a 
typical product or service. The costs associated with marketing, admin¬ 
istration, distribution, and customer service generally make up the re¬ 
maining 70 percent of the cost. With some types of product and service 
offerings, marketing and distribution make up an even higher percent¬ 
age of the total cost. For example, the cost of the product itself in die 
cosmetics industry typically represents a very small percentage of the to¬ 
tal cost. 

In the past, technology has been used primarily in the design ol the 
product, in reducing supplier costs, in enhancing the manufacturing 
function, and on streamlining administrative functions. Those func¬ 
tions that represent 70 percent or more of the product cost have been 
relatively untouched hy technology, I’his represents enormous oppor¬ 
tunity for some organizations and tremendous exposures for others. 
Many new, dynamic organizations have found this to he true already 
and are growing hy eliminating information component inefficiencies. 
A significant number of large, conservative organizations are discover¬ 
ing these realities at the expense of lost market share. From a global 
viewpoint, the realities are even more far reaching, with important im¬ 
plications for the entire manufacturing and service sector. 


Organizational View of 
Electronic Channels 

Examining the chart of business linkages can also help to analyze the 
impact on the organization of electronic channels. We can draw a busi¬ 
ness linkages chart for the enterprise using cither an external or an in¬ 
ternal focus. Both are important, but for different reasons. 


External View 

It is best to begin by drawing a chart of the important external business 
linkages. Such a chart helps us to understand the major functions that 
the organization provides from the time the product or service is cre¬ 
ated to the point of actual consumption or purchase by the consumer. If 
the organization does not now deal directly with the ultimate consumer, 
but has as its customers other organizations, it is still important here to 
focus on the end consumer and not end the analysis with current cus¬ 
tomers. An analysis that focuses on the ultimate consumer will help to 
make it clear what role and function the organization plays in the entire 
process, show what can happen to business linkages in the future, and 
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indicate what new roles the organization might play. An analysis of ex¬ 
ternal business linkages should provide insight into the opportunities 
and exposures that are associated with electronic channels and should 
help to identify significant changes that will be required internally to 
support the industry changes that are occurring. 


Internal View 

After charting the external business linkages, we can then take an in¬ 
ternal focus. In charting internal business linkages, it is important to 
identify all important internal functions and to define the cost and the 
added value that is associated with each of them. The organization can 
then define those areas in which electronic channels have the potential 
for creating substantial and sustainable competitive advantage. Such an 
analysis of business linkages starts to point out ways to make significant 
changes in the organization by using electronic channels. We can then 
begin to determine ways in which to reposition the role of the organi¬ 
zation in the industry as a whole. A study of the external and internal 
business linkages that are important to the organization should be com¬ 
plementary and should be part of an ongoing business planning pro¬ 
cess. 


Analyzing People Costs 

If we examine more closely the costs that are associated with marketing, 
customer service, administration, and distribution, we find that not only 
are these functions information-intensive, they are people-intensive as 
well. The growing skills shortage that American business is experienc¬ 
ing is making it increasingly difficult for organizations to effectively dif¬ 
ferentiate their products and services from the competition through the 
use of people-intensive channels. In this people-intensive environment, 
an observation that Marshall Field once made is appropriate: 


It doesn’t matter how long the distribution channel is. 
It’s only the last 5 feet that count. 


It is important to always keep in mind that layers of people-intensive 
functions are not seen by the customer. The customer perceives only 
quality products and quality services that are provided in a timely man¬ 
ner at the right price, 
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As we stated earlier, the marketing, customer service, administration, 
and distribution functions of business are directly related to the func¬ 
tions that arc generally associated with organizations in the service sec¬ 
tor of our economy. It is interesting to note that the service sector, over 
the last 20 years or so, has been going through a period of decreasing 
productivity. It has been the manufacturing and agricultural sectors of 
the economy that have been aggressively applying technology and have 
seen the largest productivity gains. We have not been applying technol¬ 
ogy to the service sector, nor have we been applying it to the marketing, 
customer service, administration, and distribution functions in organi¬ 
zations outside of the service sector. The correlation between the two is 
striking: 


Low-tech seems to equate directly to low productivity. 


There are many important implications of the low productivity gains 
that are often associated with the service sector and the low productivity 
gains of the functions associated with the information component of 
products and services. Many of these implications become dear if we 
view organizational effectiveness using the lenses that the previous four 
chapters provide. The implications for the future of American business 
are severe. The demographics associated with the aging of the popula¬ 
tion, the reduction of new entrants into the professional work force, the 
high percentage of school dropouts, and the emergence of technology 
leadership of Japan and the countries of Europe all portray a different 
workforce and a different business environment for America. If we do 
not understand the changing nature of the environment, any thoughts 
we may have of increased organizational effectiveness will be mere 
dreams. 


Using the Lenses 

We can now begin using the lenses that we have provided in Chapters 2 
through 5 to hegin examining the impact on the organization ol the 
changing environment. 

Strategic Market Forces 

The following are a few questions that we can ask to determine the ef¬ 
fect of the strategic market forces that considered in Chapter 2: 
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■ Where will the skills and people come from considering the changing 
demographics? 

■ What effect will skills shortages have on the organization and what 
new salary structures will be required? 

■ How can we leverage the organization’s assets and achieve greater 
market share without adding armies of people? 

■ How can we continue to provide a competitive product or service? 

■ What is the impact of glohal competition, even in domestic niche mar¬ 
kets? 

■ How can we differentiate our products, our services, and our organi¬ 
zation? 


Waves of Innovation 

An analysis of the waves of innovation from Chapter 2 provides another 

lens for viewing the business environment that generates additional 

questions: 

■ Where is my organization, and mayhe the industry as a whole, on the 
chart showing the waves of innovation? 

■ What waves will the competition be on? 

■ What do the answers to the first two questions mean with respect to 
changing the external or internal business linkages for the organiza¬ 
tion? 

■ What is the implication for the people and the structure of the orga¬ 
nization? 


Experience Curves 

The experience curve strategies examined in Chapter 3 provide an¬ 
other lens and another set of questions: 

■ What are the new experience curves in which we should be investing 
in order to prepare for the future? 

■ What issues arise because of shortages, skills, and the training of peo¬ 
ple? 

■ What experience curves are the competitors on? 

■ How much time do we have left? 
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Industry Power Relationships 

The analysis of industry power relationships discussed in Chapter 4 
suggests questions that point the way lo an understanding of the ex¬ 
tended enterprise: 

■ How are industry relationships changing or converging? 

■ What impacts or requirements will this place on the organization? 

■ Will the development of electronic channels enhance or diminish the 
importance of the organization? 

■ Who are our competitors? 

■ What will our competitors do? 

■ How can we compete with them or, more important, how will they 
compete with us? 


The Extended Enterprise 

A final set of questions is suggested from the structure of the organiza¬ 
tion’s extended enterprise, discussed in Chapter 5: 

■ What does our extended enterprise look like? 

■ What will it look like tomorrow? 

■ Is our extended enterprise a winner or a loser? (Are we the owner or 
a member in a losing extended enterprise?) 

■ What does effective use of electronic channels mean in the extended 
enterprise environment? 

■ How will our organization exploit electronic channels? 

■ What will this mean from a people standpoint? 

This interesting set of questions is an attempt to demonstrate the im¬ 
pact of people-intensive channels as well as the requirements and expo¬ 
sures associated with a change to greater emphasis on electronic chan¬ 
nels. The issue is no longer whether to implement these channels, but 
how and when? 


Education and Retail Sales 

The results of government studies documented in Workforce 2000 
show that retail sales and education are the two largest components of 
the service sector of the American economy, with education comprising 
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Figure 6-2. Experience curves in the education and retail sectors of the economy. 


9.1 million people and retail sales, 12.5 million.^ Because of the huge 
numbers of people in these two sectors of our economy and the impor¬ 
tance of them to America, it is interesting to examine the delivery chan¬ 
nels that are most commonly used in these two segments of our econ¬ 
omy. What major enhancements have been made over the last 50 years 
to the channels we use to deliver these services? It is dear that the ma¬ 
jority of the people involved in providing these services are on the top 
two experience curves in the charts in Figure 6-2. For most people, no 
significant changes have occurred in the delivery systems in recent 
years. This is not to say that changes should not occur or that they will 
not occur shortly. It simply shows that major structural changes to the 
delivery channels have not yet taken place. We might ask whether this 
fact may not have something to do with the negative productivity gains 
that we have been experiencing in these areas in recent years. It is in¬ 
teresting to note that the experience curves shown at the bottom of the 
two charts in Figure 6-2 do in fact exist today. For examples in educa¬ 
tion, stop in a shop that sells software for personal computers. For ex¬ 
amples in retail sales, stop in a Florsheim shoe store or sign up for the 
IBM-Sears Prodigy service. 


The Home Shopping Phenomenon 

An example of how industry restructuring can take place can be seen in 
the “Home Shopping” phenomenon familiar to cable TV viewers. This 
segment of the retail sales industry appeared virtually overnight and 
has experienced phenomenal growth, in spite of the use of unsophisti¬ 
cated technology and crude marketing techniques. Home shopping 



94 


Chapter Six 


grew rapidly because of a simple approach to reducing the number of 
steps required to market and deliver an item. Traditional retail market¬ 
ing works like this; 

1. An organization establishes need through marketing (newspaper ads 
and radio and TV spots). 

2* The consumer gets into a car and drives to a store that sells the prod¬ 
uct. 

3. The consumer purchases the item. 

Those in sales and marketing know- that the shorter the time that 
elapses between establishing need (step 1), and the actual purchasing of 
the item (step 3), the higher the percentage of sales that will actually 
take place. Although its approach is somewhat cumbersome, home 
shopping has completely eliminated the second step in the process and 
has reduced the time interval between step 1 and step 3 to almost zero* 
What is really interesting in the home shopping scenario is that by fo¬ 
cusing on the elimination of step 2, the organizations that created this 
industry segment were able to use technology to eliminate or signifi¬ 
cantly enhance several functions in the business linkages chart, 'They 
had the biggest impact on the marketing, administration, and distribu¬ 
tion functions and were able to generate significant savings due to re¬ 
ductions in the costs associated with stores, warehouses, inventories, and 
administrative and marketing support people* 

For the retail industry, the real question to ask is this: “W hat will hap¬ 
pen to retail sales when more sophisticated electronic: channels replace 
the telephone and the television? 1 ’ For many of us not in the retail in¬ 
dustry, the questions arc: 

■ What will he the impact of electronic channels for our industry? 

■ What functions will be enhanced or eliminated? 

■ What does this mean to my organization and its people? 


Enhancing the View of the 
Organization 

In reflecting back on the previous sections of this chapter and on the 
chapter on the extended enterprise (Chapter 5). we can begin to ex¬ 
pand our view of the organization by looking outward, beyond the clas¬ 
sical industry and organizational functional views. We can begin visual¬ 
izing the different channels that connect the organization with the 
various elements in the extended enterprise, including all the players 
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who have a vested interest in the organization, such as stockholders, em- 
plovees, suppliers, and customers. In focusing on the channels, we must 
pav attention to the magnitude of the distribution cost—the cost associ¬ 
ated with moving products or services through the channels to the ulti¬ 
mate consumer. These costs can only increase in the future because of 
increasing people costs. The issue is not one of preventing these new 
requirements from occurring but one of streamlining the channel de¬ 
livery systems needed to accommodate the new developments in the 
changing extended enterprise. 


Controlling the Channels 

In order to gain strategic advantage, the organization must estahlish 
and control the information channels by integrating operations 
throughout the extended enterprise. We must also gain control over 
and win the loyalty of each member of the extended enterprise by pro¬ 
viding them with enhanced products and services. The organization 
must seek to share responsibilities and to also share benefits through 
electronic channel support systems in working toward a win-win envi¬ 
ronment. 


You cannot win in the long run if the 
members of your extended enterprise are losing. 


Learning from the Automobile 
Parts Industry 

We can examine the extended enterprise associated with the automobile 
parts after market for an example of how the use of electronic channels 
can cause industry restructuring to occur. Figure 6-3 shows a view of 
the many functions that are important in the automobile parts industry. 
By examining the chart carefully, we can spot a number of sources of 
overhead, bottlenecks, vested interests, people-intensive costs, and so 
on. Such a chart shows that it is difficult to move products arid services 
through the complex, people-intensive channels that exist today in the 
industry. In the customer’s mind, the various players in the industry 
should exist to supply his or her needs. In reality, the consumer is frus¬ 
trated because it is so difficult to work through such a complex struc¬ 
ture. Such a complex industry structure also has an impact on the ability 
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Figure 6-3. Linkages in the automobile repair parts industry. 


of the parts manufacturers and the automobile manufacturers to oper¬ 
ate efficiently. It is very difficult for a manufacturer in this industry to 
receive unfiltered customer feedback. An analysis of the diagram in fig¬ 
ure 6-3 raises a number of questions, including: 

■ What are the roles and objectives of intermediaries, and what value 
do they add and at what cost? 

■ How can a manufacturer get a new product or a message through 
these distribution channels quickly? 

■ What are the limiting and inhibiting factors to growth in this environ¬ 
ment? 

■ How might these relationships be changed in the future? 

■ How can new products be introduced into these channels in order to 
generate the correct results at the bottom? 

■ How does the consumer (the owner of an automobile) resolve a prob¬ 
lem? 
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If you have ever had to resolve an automobile repair problem, you 
should now have a better idea of why it may have been difficult. The 
major automobile manufacturers are striving to implement a major re¬ 
structuring of their industry. One element in this restructuring involves 
the creation of new, sophisticated electronic channels. Here is an exam¬ 
ple of a system that automates a service channel is the General Motors 
Computerized Automotive Maintenance System (GM-CAMS): 

...using a personal computer with a touch screen that is designed to 
quickly and accurately diagnose and isolate electronic problems in 
CM vehicles. When linked to GM’s centralized system, the personal 
computer will receive current diagnostic software and repair infor¬ 
mation and provide GM with valuable feedback on repair activities. 3 

Such an electronic channel links an automobile manufacturer with 
those members of the extended enterprise that are responsible for ser¬ 
vicing the automobile manufacturer’s products. 

Leading automobile manufacturers are trying to restructure the en¬ 
tire automotive industry into an extended enterprise that looks some¬ 
thing like that shown in Figure 6-4. This view of the extended enter¬ 
prise is different than the one shown in Figure 6-3 because it considers 
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Figure 6-4. Automotive industry extended enterprise structure. 
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the information component along with the physical component. What is 
needed are electronic channel support systems that efficiently move 
product information and service through the existing maze of people- 
intensive functions. A major goal of these electronic channels is to elim¬ 
inate the significant numbers of barriers that currently inhihit compet¬ 
itive responses to the market demands and that prevent organizations 
from receiving customer fccdhack. 

ft is interesting to note that organizations like General Motors, Otis 
Elevator, and IBM are designing new products to interface with these 
electronic channel support systems. These new products will provide 
new sources of service-oriented revenue and at the same time create an 
environment in which the consumer and the organizations involved in 
the industry can all be happy—a win-win deal. These companies will 
generate greater revenue from their service functions, and the cus¬ 
tomer will be willing to pay these increased costs because of the greater 
availability and reliability of the products. 


Implementing a Win-Win 
Environment 

The real leaders in the 1990s will be able to use control of electronic 
channels as a competitive weapon. Because they will have control over 
the electronic channels, they will be ahle to quickly adjust to and exploit 
the constantly evolving niche markets. In order to gain competitive ad¬ 
vantage, the organization must create its own extended enterprise and 
implement a win-win environment across all its elements. In order to fa¬ 
cilitate control of the organizations, channels, and human resources that 
are associated with the extended enterprise, we must share both respon¬ 
sibilities and benefits. The only real way to accomplish both of these ob¬ 
jectives is to integrate husiness operations. Just-in-time delivery at the 
plant floor creates a zero-balance inventory environment for the sup¬ 
plier, Because this is a positive situation for the manufacturer and a 
negative one for the supplier, the manufacturer must try to turn this 
into a win-win situation. For example, the manufacturer might offer an 
electronic funds transfer system to make payments to the supplier at the 
time the supplier makes each delivery. Such relationships must continue 
all the way down the supplier chain. If the links to the members of the 
extended enterprise are not controlled and managed, chaos will prevail. 
Therefore, the implementation and control of the information channels 
is critical. As we evolve, we will see further examples of how organiza¬ 
tional restructuring based on the increased use of electronic channels is 
one of the primary tools we have for improving organizational effec¬ 
tiveness. It is important to realize that it is not sufficient to achieve sig- 
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nifitaiu productivity enhancements within a given function or organi¬ 
zational area. We must constantly look toward improving the 
effectiveness of the entire organization and look, for new levels of syn¬ 
ergy with the members of the extended enterprise. 


Leveraging Human Resources 

The leaders arc now analyzing most business functions in order to find 
new wavs of offloading non-value-added functions from people to tech¬ 
nology. The leaders are also constantly looking for new ways to increase 
the amount of time people can spend on value-added tasks. The value- 
added processes create new products and services and increase eco¬ 
nomic wealth. Analyzing the underlying requirements of this strategy, 
we can begin to see the need for extending broadband, multi-media- 
based electronic channel support systems further out into the extended 
enterprise. As we reach further out into the channels the multimedia 
communications become more prevalent and, therefore, more critical 
and valuable as tools for replacing or leveraging scarce and expensive 
human resources. The strategy must be to save the scarce human re¬ 
sources for tasks that add significant value to the product or service 
while using electronic channel support systems to automate tasks that 
once were performed by people. 


Conclusion 

In order to gain strategic advantage, we must establish and control the 
information channels. We must integrate business operations through¬ 
out the extended enterprise and gain control and loyalty of all the mem¬ 
bers in the extended enterprise by providing enhanced products and 
services. We must seek to share responsibilities, and also benefits, 
through electronic channel support systems and work toward a win-win 
environment. The appropriate use of an ECSS can significantly en¬ 
hance the organization’s productivity, flexibility, and ability to compete. 
In the future, companies that choose not to install these types of systems 
may be unable to compete with businesses that do. An important task is 
to identify the electronic channels that will be required for the enter¬ 
prise to remain in husiness. This requires insights at the highest levels in 
the organization. Applications of advanced technology to support the 
extended enterprise should focus on better serving the customer. A suc¬ 
cessful electronic channel support system can make it very difficult for a 
competitor to attract the interest of customers because the ECSS may 
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provide unique services not available elsewhere. In many cases, compa¬ 
nies find it difficult to compete with the company that first installs such 
a system: 


First in may be last in. 


Leading edge organizations are building new experience curves by 
using electronic channels to raise their level of competitiveness. The ev¬ 
idence is in and the direction is clear. Electronic channel support sys¬ 
tems. implemented using advanced computer and communications 
technologies, will drastically restructure an organization’s channels. 
From a global perspective, the race is on to restructure the channels and 
improve the effectiveness of all sectors of the economy. It is becoming 
clear that knowledge is truly the capital of the 1990s. It is becoming crit¬ 
ical for our economy to build an information infrastructure that in¬ 
cludes leading-edge electronic channel support systems to provide the 
knowledge to the knowledge workers. 
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PART 2 

Strategy 


After we have used the techniques in Part 1 to begin formulating a 
strategic business vision, the next step is to carry that vision forward and 
develop from it a clearly defined set of strategies. The three chapters in 
this part of the book emphasize the strategy part of the innovation 
arrow (Figure P2-1). We must make no assumptions about the types of 
strategies that will be required for success in the business environment 
of tomorrow. Chapter 7 discusses the new roles of management in 
formulating a vision and in developing effective business strategies. 
Chapter 8 examines the new mindsets that we must have in today’s 
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Figure P2-1. Strategy. 























environment in order to identify potential threats and strategic 
opportunities. Chapter 9 shows ways in which we can restructure 
channels in order for the organization to operate effectively in the 
context of an extended enterprise. 



7 

Reassessing 
the Roles 
of Management 

Introduction 

This chapter explores the management implications associated with 
evolving into and exploiting the extended enterprise. Here, we analyze 
how the traditional roles of management must change as we become 
more focused outward. In formulating an effective strategy, we must 
analyze the information about waves of innovation, experience curves, 
industry power relationships, the extended enterprise, and electronic 
channel support systems in order to identify the strategic linkages that 
are important to the enterprise. We must then determine how these 
strategic linkages should be managed. Identifying and managing these 
linkages should lead to the discovery of new alliances, new partnerships, 
and the need for organizational restructuring. It should also lead to the 
identification of new product and service strategies. We must identify 
the implications that are associated with the waves of innovation and 
with the experience curves that have been identified. We must also un¬ 
derstand the ramifications of evolving the electronic channels that per¬ 
mit us to distribute knowledge and allow the elements of the extended 
enterprise to directly communicate. 

The tools and techniques for strategic thinking presented in Part 1 
can be used by any manager at any level in the organization. The same 
can be said for Part 2; but beginning with this chapter, the real payoffs 
will be derived if tbe concepts are applied by top management in per¬ 
forming the strategic business planning for the organization as a whole. 
We begin this chapter by discussing the responsibilities of top manage¬ 
ment with respect to strategic business planning. We then make our 
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case for why the important job of strategic planning cannot be dele¬ 
gated to middle or operational management as it so often is. We then 
present the steps that are involved in strategic planning and introduce 
the techniques of linkage analysis planning, our approach to strategic- 
business planning that is discussed in detail in Part 3. We conclude this 
chapter by giving our views on what the manager of the future will he. 


The Responsibilities of Top 
Management 

All too often, a “call to action’' causes managers to immediately begin 
focusing on tactics to solve the immediate problem. I’his common be¬ 
havioral pattern is acceptable in many situations when the organization 
is responding to a crisis or is playing catch-up. However, in order to 
raise the level of organizational effectiveness and leap-frog the compe¬ 
tition, top management can no longer afford simply to leap into tactical 
action in response to every prohlem. It is the responsibility of top man¬ 
agement to start at the top of the innovation arrow by developing a vi¬ 
sion for the organization. Here is a challenge that we offer: 


Are you involved in activities that are designed to raise the 
level of effectiveness of the organization, or are all of your 
activities associated with responding to everyday problems? 


All too often, executives operate as process caretakers—managers of 
form, not substance. As a result, many managers today have little regard 
for external members of the organization’s extended enterprise. They 
often have little motivation to take required actions and accept the as¬ 
sociated risks. In Chapter 1, we observed that in many of today’s orga¬ 
nizations there is too much emphasis on bottom-up business planning. 
We stated there that what we need is top-down strategic thinking fol¬ 
lowed by strategic action. These strategic actions must focus on effec¬ 
tiveness and not just productivity. Effective strategic planning is criti¬ 
cally important if the organization is to prosper in the business 
environment of the 1990s. Ask yourself this question: 


Does your organization do strategic planning? 


We have found that all too often, the answer is no. If your organiza¬ 
tion is doing strategic planning, is the planning effective and is the stra- 





Reassessing the Roles of Management 


105 


legic plan being used? Here are a few of the questions an effective stra¬ 
tegic plan must address: 

■ How can die organization cope with the constantly changing environ¬ 
ment that is characterized by niches that are rapidly appearing, evolv¬ 
ing, and disappearing? 

■ What role does the organization play in the industry? Will it be a 
leader or a follower? 

■ What changes are occurring in advanced technology and other forces 
that affect the organization? 

■ What role will the organization play with respect to the changing in¬ 
dustry and functional experience curves? 

■ Where arc industries in your environment converging in the next 3 to 
5 years, and how will the power relationships change? 

■ What role will the organization play with respect to the converging 
industries? 

■ How might the organization shift to take a new focus? 

■ What is the vision for the organization? How is this vision being 
formed and by whom? 

■ How can the organization encourage and enable innovation and en¬ 
trepreneurship? 

■ How can the organization empower individuals to think and act stra¬ 
tegically? 

Because you are reading this book, you must be one of those who is 
thinking about the future of your organization. What do you know 
about the strategic planning that is taking place? If you do not know 
about it, there must be a problem. And the problem may be that stra¬ 
tegic planning—real strategic planning—is simply not taking place. 
Some recent books have taken the view that strategic planning does not 
work in most organizations. For example, Ries and Trout’s book 
Bottom-Up Marketing suggests that strategic planning should be done 
only at the bottom of the organization chart, by those in the field. 1 Pe¬ 
ter’s book Thriving on Chaos appears to take a similar view. 2 Although 
it is important to involve the frontline people in the strategic planning 
process, we do not agree with the view that the top-down approach is 
irrelevant. In today’s environment, it is more important than ever that 
top management get thoroughly involved in the strategic planning pro¬ 
cess, while at the same time taking suggestions from managers at all lev¬ 
els in the organization. This chapter explains why. It is important to re¬ 
member that, although strategic planning is of critical importance, what 
is not needed is an annual strategic planning event that results in a 
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Leather-Bound Strategic Plan. Remember from Chapter 1: “Hie 
thicker the planning document, the less likely it will be read. - ’ We do not 
need an annual strategic planning event that results in: 

■ A session that is long, tiring, and that no one wants to attend 

■ Thick, dusty planning documents that no one wants to read 

■ A list of action items so long that no one knows where to start 

■ A repeat of last year's issues and concerns 

■ A plan that does not consider the future 

■ A lack of a determination to lake strategic action 

What we need is a strategic planning process that works. We need a 
process that encourages strategic thinking at all levels of the organiza¬ 
tion. 


Strategic Planning Cannot Be 
Delegated 

In many organizations, strategic planning is delegated to middle man¬ 
agement—to the “Long-Range Planning" or "Strategic Planning” de¬ 
partment. These departments do not include the key decision makers in 
the organization. They are run by staff managers who have a limited 
understanding of the policies, beliefs, and values of the organization 
and usually have limited contact with customers and competitors. Mid¬ 
dle management is not in a position to handle the development and im¬ 
plementation of strategic plans that are of real significance, nor do they 
have the insights that are required to identif y organizational and indus¬ 
try changes that may be required. However, more often that not, the 
real source of knowledge ahout the operational procedures of the orga¬ 
nization does not lie in senior management, but lies with middle and 
operational management. So tradeoffs are required between day-to-day 
operational procedures and the vision and direction that can be set only 
at the top. 

If the focus of strategic planning remains on below-ihe-line is¬ 
sues—on a “save money orientation"—then top management involve¬ 
ment is often not required. As the orientation moves up and begins 
to focus on “make money” and “corporate survival,” it becomes in¬ 
creasingly critical that top management be involved in the decision- 
making process and must help to identify strategic opportunities. 
During strategic planning, it is important that top management avoid 
concentrating on just those activities that are “below the line” in the 
waves of innovation. Top management must concentrate on concerns 
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that are “above the line,” as well as ensuring that the below-the-line 
functions remain competitive and capable of supporting above-the- 
line strategies and activities. These concerns absolutely require the in¬ 
volvement of top management because they tend to focus on the crit¬ 
ical linkages that exist in the extended enterprise, fop management 
involvement is required for understanding the strategic forces that 
exist in the industry and for generating the new road maps that are 
required for success. Solutions that are focused above the line need a 
top-down view and require total integration of the organization’s ac¬ 
tivities. Investments in projects that are positioned above the line 
lend to focus on increasing revenues, enhancing market share, and 
formulating alliances and partnerships. When the focus is above the 
line, there are no road maps. We cannot look in a book to find the 
answers. Each organization, and in many cases each individual, will 
view the environment differently as they make trade-offs in inter¬ 
preting the environment, setting priorities, and formulating strate¬ 
gies. 


It is on above-the-line issues where top management 
intuition becomes invaluable in identifying the strategic 
opportunities that exist in the marketplace. 


The Information 
Infrastructure 

In the majority of cases, advanced applications of technology depend on 
efficient uses of computer and communications technology. It will be 
impossible for an organization to go forward in identifying strategic 
uses of technology unless the required information infrastructure, 
which is implemented by ef fective below-the-line information systems, is 
already in place. li the required information infrastructure does not yet 
exist in the organization, then top management must concentrate on 
putting this infrastructure into place as quickly as possible. In many or¬ 
ganizations, since there is limited capacity for the creation of informa¬ 
tion systems, it often makes sense to fill the need for required below- 
the-line systems with purchased software. This allows the organization 
to concentrate scarce development resources on strategic, above-the-line 
systems. Since the real need is for critical strategic systems, little justifi¬ 
cation can lx; found today for devoting information systems resources 
to redoing the payroll system. The same is true for the rest of the or¬ 
ganization’s below-the-line infrastructure. 
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Strategic Planning Is not 
Financial Planning 

Senior management must realize that today’s "long-range planning" or 
"strategic planning’’ departments usually do not perform the type of 
strategic planning that is required in today’s competitive environment. 
The typical long-range planning group has a financial focus. They per¬ 
form a financial analysis, using perhaps a five-year planning horizon, bv 
collecting financial data and forecasts on what each department thinks 
will be accomplished. These forecasts typically involve such tilings as 
costs, headcounts, required capital investment, and expected results. 
The group then consolidates the data, analyzes the economy, and makes 
long-range forecasts using the collected data. Based on the results of the 
analysis, they then make decisions on growth targets and allocation of 
resources within the organization in order to reach the goals that are 
set. The entire analysis has an internal orientation and does not take 
into account competitive forces and other external factors that could 
change the rules of competition. It is extremely rare to find organiza¬ 
tions performing the types of analysis discussed in Part l of this book. 
The long range planning group then typically leads an annual or semi¬ 
annual “strategic planning” session, which we have already discussed. 
These sessions often take a week, and executives intensely dislike at¬ 
tending them. With some of the approaches that have been used in such 
meetings, the walls often become lined with to-do lists and action items. 
Many such sessions are heavily rule oriented. They tend to intimidate 
the participants rather than encourage creativity and often cause the 
group to focus on form and not substance. Such strategic planning is 
not conducive to identifying new uses of technology and to find ways 
for restructuring the organization to achieve competitive advantage. 


The Role of the Visionary 
Leader 

Many enterprises have achieved spectacular success, apparently without 
the need for performing formal strategic planning. Examples of these 
are Apple Computer in its formative years and many of the recent ge¬ 
netic engineering start-ups. In many cases, the successful organization is 
a new, smaller company that is lead by a visionary. In such a company, 
the vision is established by one powerful individual who forcefully com¬ 
municates the vision and drives it through the entire enterprise. In such 
a case, the visionary leader is single-handedly doing strategic thinking 
followed by strategic action, and may not even know the process is tak¬ 
ing place. 
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As often happens with a successful company that experiences a high 
rate of growth, the visionary leader may eventually leave. Then, as the 
enterprise grows, without the benefit of the strategic planning the vi¬ 
sionary supplied, the planning process often becomes proceduralized 
and evolves into the annual strategic planning event mentioned earlier. 
The organization’s strategic, entrepreneurial vision and zest for action 
decays with time. Because strategic planning is not often viewed as be¬ 
ing important in such an environment, the tendency becomes “don’t 
make waves” and get on with “more important” things. It then becomes 
easy to miss competitive opportunities as the process caretaker mental¬ 
ity takes hold. Many of today’s largest organizations have been led by 
visionary leaders in the past but are not being led by such dynamic lead¬ 
ers today. You can probably generate a substantial list of these. Would 
you place your own organization on such a list? An important question 
to ask is which of these organizations will be able to make great things 
happen in the 1990s? Which ones will be in the Fortune 100 in the year 
2000 ? 

An important message of this book is that we must search for ways to 
weave into the organization’s very fabric the strategic thinking process 
that the visionary leader automatically uses and shares. In the future, 
the life blood of the organization may well be a culture that fosters stra¬ 
tegic thinking at all levels. The essence of the entrepreneur, or the en¬ 
trepreneurial organization, is to do such strategic thinking and to adapt 
to the changing environment. This book provides methods that any or¬ 
ganization can use to achieve the same types of results that successful 
organizations have achieved in the past. The process that we recom¬ 
mend for performing strategic planning is so simple that it can be per¬ 
formed by any department or division, no matter how small. Strategic 
planning should not be limited only to a centralized, staff strategic plan¬ 
ning group. When strategic planning is performed properly, and the 
plans communicated effectively, it should he possible for the people at 
the very bottom of the organization chart to immediately see the vision 
and to visualize where they fit within the overall strategic plans of the 
organization. The strategic planning that is performed at all levels in 
the organization must interlock to form an overall vision that guides the 
entire organization toward meeting a common goal. 


Management Thought 
Processes 

Figure 7-1 shows how the waves of innovation can be plotted against the 
two forms of planning activities and thought processes introduced in 
Chapter 1. The planning activities and thought processes that are asso- 
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Figure 7-1, Intuitive "'right-brain ' 1 activities versus logical ''left-brain*' 
activities. 


dated with the two below-the-line innovation waves are typicalh simple. 
Finding the lower-level “save money" waves lends to involve logical, 
“left-brain." operational thinking processes. With lelt-brain thinking, 
the approach typically involves questions like: 

■ How can I continue to make the company work? 

■ How can 1 reduce costs? 

■ How can I enhance quality? 

■ How can I cut development limes? 

■ How can I do more for less? 

While these operational questions are important, they should not he 
the sole locus of top management. If top management thinking never 
progresses above this level, the organization will never form a vision to 
guide its future direction. As we progress to ahove-lhe-line activities, it 
becomes more difficult to define and implement the applications ol 
technology that are required. Finding the higher-level, strategically im¬ 
portant waves of innovation in any environment lends to involve intui¬ 
tive, creative, right-brain-oriented, executive thinking processes. 

As we discussed in Chapter 5, top management is involved largely 
with decision-making processes that are highly unstructured. Higher 
levels of management must make these unstructured decisions using in¬ 
tuitive, right-brain-oriented thinking processes. Formulating broad 
business strategies requires the thinking of top management. Middle 
management works with semistructured decision-making processes and 
lower-level management with decision making that is quite structured. 
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Figure 7-2. Plotting intuitive and logical thinking processes against levels 
of management. 


Middle and lower management can use logical, left-brain-oriented 
thinking processes in developing the tactical plans that are necessary for 
implementing the strategies developed at the top. Both types of thought 
process are critical to the success of the organization. Figure 7-2 shows 
how the two types of thinking process can be plotted against the levels 
of management that must carry out each type of analysis. 


Steps in Strategic Planning 

Business planning involves a number of activities across all levels of 
management. The business planning that must be carried out can be 
described as a four-step process: 

1. Vision formulation. Identifying and articulating a strategic business 
vision. 

2. Strategy development. Developing the vision into a business strat¬ 
egy' 

3. Tactical planning. Determining the best way in which to imple¬ 
ment tbe vision and the strategic plan. 

4. Implementation and operations. Implementing the strategic and tac¬ 
tical plans and operating on a daily basis in accordance to the plans. 

The four business planning steps are summarized in Figure 7-3. 
What we discussed in Part 1 of this book concerns only the first step. 
Formulating the vision is the necessary step that must be carried out be¬ 
fore the more traditional techniques of strategic business planning can 
be effectively used. It is our contention that without an effective vision, 
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Stepl 
Stop 2 

Step 3 
Stop 4 


Figure 7-3. Different types of planning are appropriate for each level of 
management. 


the remaining planning steps operate in a vacuum and dn not result in 
the identification of strategic business opportunities. 

After the vision has been created fur the organization, inp-level stra¬ 
tegic planning becomes the next step. Strategic planning involves creat¬ 
ing a mission statement that enables the organization to achieve the vi¬ 
sion, articulating organizational goals to implement the vision, 
formulating a high-level view of the business environment, developing 
higb-levet business objectives for the extended enterprise, and identify¬ 
ing the information channels that are required to support die organi¬ 
zation in the context of the extended enterprise- The two most impor¬ 
tant tasks in strategic business planning are: 

■ Identifying the important linkages that are important to the organi¬ 
zation, including internal linkages and linkages to important external 
members of the extended enterprise, 

■ Developing a plan for managing these important linkages. 


Identifying the Links 

In formulating an effective strategy, we must first identify the strategic 
linkages that are important to the organization and determine how to 
implement them using electronic channel support, systems. This phase 
requires the involvement and active participation of the entire top man¬ 
agement team. In order to effectively carry out this phase of strategic 
planning, we must fully understand the structure and ramifications of 
the extended enterprise. It is critical that we understand the linkages 
that exist in the organization itself. However, it is even more important 
to identify the important linkages that exist among the external mem¬ 
bers of the extended enterprise and among the strategic forces at play 
in the environment. 
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Managing the Links 

Main organizations will be able to identify the links but will fail because 
thev are unable to effectively manage them. For example, management 
mav make far-reaching changes to the organization but then neglect to 
make the necessary changes in reward systems or sales plans to reflect 
those changes. A formal management process must be put into plate to 
ensure (hat the important strategic linkages are actively managed and 
that effective electronic channel support systems are put in place to im¬ 
plement them. This step cannot be left to informal execution or dele¬ 
gated to middle or operational management. In many instances, the fu¬ 
ture of the organization will rest with the execution of this step. Ensure 
that the organization is effectively managing the links wilh the external 
members of the extended enterprise. 

A danger that can occur if we do not correctly identify the links and 
then manage them is graphically described by a word coined by Marina 
Mann’s staff at the Electrical Power Research Institute (EPRI): 


Infosclerosis. The condition that occurs when the 
information channels of an organization harden and clog, 
thus allowing nothing to get through. 


I f infosclerosis is allowed to take hold in an organization, the organi¬ 
zation gradually slows down, loses its dynamism, and eventually begins 
to die. We can prevent this from happening by effectively managing the 
links and by employing appropriate electronic channel support systems 
to tie the organization together and to reach out into the extended en¬ 
terprise. 


Tactics and Implementation 

Top level management must be involved in the vision and strategy steps 
of the business planning process, but the tactics and implementation 
steps can be delegated to middle and operational management. Many of 
the processes involved in the tactics and implementation steps can be 
done using methodologies that exist and are often already in place. For 
example, individual managers may carry out such traditional planning 
procedures as critical success factor analysis, goal and problem analysis, 
technology impact analysis, and value chain analysis. These techniques 
have been described elsewhere by such writers as Michael Porter 3 and 
Janies Martin. 11 
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Conclusion 

The manager of the f uture will be an active manager who performs an 
important role in designing the structure of the organization. It is no 
longer sufficient for managers to only monitor day-to-day activities and 
pass information about results upward. Many of these functions can to 
day be automated and performed by executive information systems. 
Middle and upper management must become active decision makers, 
not only with respect to business policy, but to organizational structures 
as well. They must negotiate and establish relationships both within anti 
outside of the organization. Their role must be to perform a continual 
rearchitecture of the organization, The cooperation of management is 
important in constructing project-oriented organizations. The manager 
of the future will be a team coordinator, an enahler, a facilitator. Man¬ 
agement must deal with the design of mechanisms for cooperative work 
that foster the relationships that are needed. In Chapter 12, we see how 
organizations are evolving away from hierarchical structures toward 
more dynamic network structures that foster this type of cooperation. 
One of the key skills the manager of the future must have is a capability 
to manage cooperation across those internal and external organizations 
that have a significant influence on the enterprise. The acid test for the 
leaders of tomorrow may be the measure of how effectively everyone in 
the organization can form, implement, and capture a shared vision of 
their organization and its strategic opportunities. 
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Attaining a 
Mindset for 
the Future 


Introduction 

The restructuring occurring today in many industries is making it in¬ 
creasingly important tor all managers to dearly visualize their roles. In 
many cases, people are moving away from headquarters, hut the vision 
and their ability to understand the vision often does not move with 
them. Large organizations of ten see this happen as new layers of man¬ 
agement keep pushing managers further and further away from a real 
understanding of the vision. Organizations in which this happens can 
become indecisive and ineffective. If decentralization and downsizing of 
the management structure is to work, the ability of leaders to commu¬ 
nicate the vision must increase, and the ability of managers to under¬ 
stand and manage in the new environment must also dramatically in¬ 
crease. Management must understand what the focus must be. Will the 
focus remain on the current view of the organization and the industry, 
or will it shift? If it shifts, then how can the management team commu¬ 
nicate this new vision? To do this, management will find that it is more 
important to instill a culture that enables the entire management team 
to view the future and to then focus on seeing the individual changes 
that will he required. It is the responsibility of top management to pro¬ 
vide middle and operational management with the framework that is 
required for achieving the vision, for seeing the f uture, and for making 
the organizational changes that are essential. 
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Managers must radically change their mindset if the 
benefits of strategic thinking are to be achieved. 


If managers do not change the mindset that governs how they look at 
the business environment, then they will be unable to recognize the op¬ 
portunities and threats that exist. As we have already stated, the tech¬ 
niques in Part 1 are designed to provide a new set of lenses that will 
help us to formulate a strategic business vision. Once the organization 
has formulated a strategic vision and has developed the basic strategies 
that will be required to achieve it, the vision must be driven throughout 
all levels of the organization, The first step in providing managers with 
the necessary mindset is to clearly articulate and communicate to them 
the strategic business vision and to identify the strategic opportunities 
that are most important. One of the biggest problems today in the 
United States is that we are beginning to become aware of what the 
problem is and what the potential solutions might be. But we often have 
not been able to change our organizations so that we can hegin to iden¬ 
tify strategic opportunities and take advantage of them in the global 
marketplace. 

It is important for middle management to understand the key con¬ 
cepts that are communicated in the organization’s vision. What is even 
more important is that managers use new management techniques that 
will allow them to take the steps that are necessary for the organization 
to achieve the vision. This chapter presents a set of mindset images that 
provide middle and operational managers with the tools they need to 
focus their efforts and allow them to help in attaining the vision that top 
management has formulated, It is important that these mindset images 
he shared with managers and workers at all levels in the organization so 
that everyone in the organization begins to perceive strategic opportu¬ 
nities at his or her own levels and begins to change his or her own parts 
of the operation to better fit in with the overall strategic thrust of the 
organization. The seven important mindset images presented in this 
chapter are: 

■ Growing the pie 

■ The information component 

■ Shelf space in the mind 

■ The envelope 

■ Happy captives 
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■ Alliances and partnerships 

■ The warm frog 


Growing the Pie 

The mindset image of “growing the pie,” illustrated in Figure 8-1, tan 
be used to help managers at all levels gain an awareness of this funda¬ 
mental truth: 


In a shrinking or highly competitive industry, 
increasing the size of the pie is much more 
effective than protecting a slice of a shrinking pie. 


If the pie itself shrinks, your protected piece of the pie also shrinks. 
Although growing the pie is often easier said than done, it is important 
for the innovative organization to have this mindset and to continually 
look for ways to expand its markets. We must look for ways to change 
the extended enterprise in order to accomplish this. It may be possible 
to change the extended enterprise to such an extent that you find your¬ 
self in a position to take an entirely new view of the industry. With this 
new view, the industry might become much bigger than with the origi¬ 
nal restricted view. This concept also brings into question whether a de¬ 
fensive strategy in the long run can ever lead to competitive advantage. 
The authors question whether continual downsizing by itself is a viable 
strategy. If we agree that our world is characterized today by constant 
change and continually shifting niche markets, then by definition we 



Figure 8-1. Increasing the size of the pie is more ef¬ 
fective than protecting a slice of a shrinking pie. 
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will always be defending a piece of a shrinking pie. “To ensure healthy 
future expansion,” says Drucker, “you must eliminate yesterday. If you 
pour money into yesterday, you prevent tomorrow." 1 

A question that immediately comes to mind is: "How do I increase the 
size of the pie?” Electronic channel support systems can provide an ex¬ 
tremely effective and elastic way of growing the pie. These can provide 
the electronic links that are needed to reach the various members of the 
extended enterprise. 

The following are a few additional techniques that are often useful in 
growing the pie: 

■ Redefine your view of the industry. 

■ Change the rules of competition in the industry to your advantage. 

■ Enter existing new markets. 

■ Develop entirely new markets by exploiting new technologies. 

■ Cross industry boundaries to exploit industries that are converging. 

■ Look for ways to exploit change. 


The Information Component 

The second mindset image, illustrated in Figure 8-2, concerns the in¬ 
formation component of products and services. We are all familiar 
with the physical component of a product or service. We are probably 
less familiar with the information component. As introduced in 
Chapter 6, the information component is generally associated with 
how we market, describe, and use a product or service. Many orga¬ 
nizations have not yet begun to contemplate the impact of the infor- 



Ftgurc 8-2. Every product or service has both a physical component and 
an information component. 
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niation component when used to differentiate a product or service 
from the competition. 


Focusing on the information component rather than 
the physical component can often suggest ways 
in which you might pursue strategic advantage. 


As an industry matures and products and services become commod¬ 
ities, then we must begin to focus on the information component in or¬ 
der to avoid the trap of competing on price alone. To compete only on 
price often leads to a no-win situation. Concentrating oil the informa¬ 
tion component enables an enterprise to differentiate its products and 
services based on something other than price. As products or services 
mature and turn into commodities, the buyer tends to see no difference 
in your products or services and those of the competition. Focusing on 
the information component provides an opportunity to shift the focus 
away from the product or service itself to other issues, such as: 

■ Image or status 

■ Additional or complementary functions 

■ Explanations of how the product is used 

■ Saving time in acquiring the product or service 

■ Enhancing the customer’s competitive position 

■ Creating user demand for the product or service 

■ Saving labor on the part of the user 

The costs associated with the information component are dropping 
because of reduced technology costs. However, at the same time the 
number of new entrants into the skilled labor force is diminishing and 
thus lessening the number of people available to provide information 
component functions. In addition, the reach of information and com¬ 
munication technologies is expanding, thus creating a global market¬ 
place for some organizations or additional competitive threats for oth¬ 
ers. 

The majority of an organization’s costs are associated with 
information-intensive and people-driven activities that lie outside the 
actual creation of the product or service. We have already discussed this 
fact in Chapter 6, but a chart that Bert Rosenblum created in his book 
Marketing Channels makes this point even more clear. 2 The “Product 
Flow” column in Figure 8-3 shows the flow that takes place in creating the 
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Figure 8*3. A product flow and some of its related information flows. 


product and moving it through the various intermediaries in getting it 
to the ultimate consumer. The “Negotiation Flow” column shows the 
various negotiations that take place in getting the product to the mar¬ 
ket, including negotiating prices, terms, and conditions. The "Owner¬ 
ship Flow" column shows how the ownership of the product changes 
hands and how payments flow as the product moves to the consumer. 
The “Information Flow” column shows how the information associated 
with the product Hows through the various steps on the way to the con¬ 
sumer. At the top, the information might be simple instructions for how 
the product is to he stored. Moving down through the flow, the infor¬ 
mation becomes more complex, such as how to best set the product up 
for sale, and so on. At the bottom, the information may take the form of 
detailed instructions on how the product is to be used. The “Advertising 
and Promotion" flow shows the various types of promotional materials 
that are required in getting the product to the market. Again, the ad¬ 
vertising and promotional material get more complex and costly as we 
move down through the flow. A similar chart could be draw for a ser- 
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vice industry. The service and production sectors of the economy now 
have so liuinv similarities that it is not as useful as it has been in the past 
to make distinctions between them. 

The chart in Figure 8-3 presents a different view of the total cost of 
providing a product or service to the consumer than that provided in 
Figure 6-1. The key message of both charts is that the actual manufac¬ 
ture of the product or the creation of the service actually represents as 
little as 10 percent to 30 percent of the total cost. This is the cost of 
manufacturing or creating the physical component of the product or 
service. The cost associated with the information component represents 
the remaining 70 percent to 90 percent of the total cost. However, most 
of todav's emphasis is in improving only the Product Flow. The infor¬ 
mation component, which amounts to 70 percent to 90 percent of the 
cost-savings potential, has been largely left untouched. Today, then, the 
greatest potentials for enhancing the product He in eliminating or reor¬ 
ganizing functions in the four columns associated with the information 
component. Information technology can provide significant enhance¬ 
ments to the product/information flow. The future will see the shift to 
increased emphasis on the functions associated with the information 
component. 

Many European and Japanese companies have begun to focus on in¬ 
formation and to exploit technology to enhance the information com¬ 
ponent of their products and services. Fiber optic cables are being laid 
under the ocean. When the appropriate information infrastructure is in 
place, it will be increasingly possible for distant competitors to effec¬ 
tively compete in what were once labor-intensive industries by focusing 
on the information component of their products and services. Elec¬ 
tronic Channel Support Systems address the flows that occur in the four 
columns on the right in Figure 8-3. If we do not address these issues, we 
can be sure that our offshore competitors will. 

We can expand our view of the information component of products 
and services if we realize that the chart in Figure 8-3 represents only 
one industry. If we begin to examine the charts of product flows that 
are associated with complementary industries, we can expand our view 
of our owm products and services even further by enhancing the prod¬ 
uct and information flows in these industries as well. When this hap¬ 
pens, the idea of crossing traditional industry boundaries will become a 
standard way of doing business. 


Shelf Space in the Mind 

Our third mindset image, illustrated in Figure 8-4, concerns an under¬ 
standing of this fact: 
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Figure 8-4. Shelf space in the mind of the customer. 


The information component of products and services 
constitutes “shelf space in the mind” of the customer 


In the merchandising arena, the organization that controls the most 
shelf space usually wins. We can view every product or service as a com¬ 
modity* If this is so, then how can we differentiate it from its competi¬ 
tion? According to Ries and Trout, the marketing war is fought in the 
mind of the consumer. If we can win the consumer's mind, we win the 
battle* The war is not fought by knowing just what the competitors are 
doing but by also knowing what is taking place in the consumer's mind* 
If we can occupy more of the consumer's thought process and provide 
more of the products and services the consumer needs at the time it is 
needed, we win/ 1 Enhancing the information component through effec¬ 
tive use of electronic channel support systems is a way of gaining 'shelf 
space in the mind.'’ 
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The Envelope 

If we do make the assumption that all products and services can be 
viewed as commodities, then our fourth mindset image of the envelope 
becomes important. (See Figure 8-5.) 


One way to differentiate a product or services from the 
competition is to wrap it in an “envelope” of ancillary 
information or complementary products and services 
that are presented to the customer at the time of need. 


The concept of the envelope represents one-stop shopping from the 
viewpoint of the customer. In many cases, we can charge more for a 
complete envelope than we can for the individual components. In many 
cases, we can increase market share by using such a differentiation strat¬ 
egy. Value now becomes not just delivering the product or service at the 
time of need, but also how we deliver the complete envelope and what is 
its size. Most managers take the view that: “If I’ve delivered the product 
or service where and when it’s needed, then I’ve achieved success.” 
However, today the size oj the envelope is becoming a deciding factor. 
We must ask what other kinds of information services are needed and 
what complementary products and services can we provide? This will 
start to become an important survival issue as we move into the age of 
sophisticated electronic channel support systems. 

An example of the envelope concept can be seen in the Sears/IBM 
Prodigy system. In some areas, people who use this system can call up 
computer displays of all the products sold in local supermarkets. They 
can choose their products, and the supermarket will deliver them the 
next day for a small service charge. In addition to grocery shopping, the 



Figure 8-5. Every product or service can be viewed as a commodity. 
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system provides banking services, airline reservations, and other infor¬ 
mation-oriented services. The Prodigy envelope is quite large. 

The envelope concept can even make it possible to reduce the cus¬ 
tomer’s total cost for a package of products and services. A properly 
constructed envelope has allowed many organizations to establish win- 
win relationships where the cooperating organizations all increase their 
margins and, at the same lime, reduce the cost to the consumer. Of key 
importance to the customer today is the total acquisition cost of prod¬ 
ucts and services. This can include a number of factors, including time, 
convenience, cost of carrying inventory, and purchasing costs. If we can 
reduce some of the customer’s acquisition costs, we might he able to 
charge a higher price for a total package. 

In developing an envelope in which to enclose our products and ser¬ 
vices, we must be concerned with timing. Figure 8-6 shows the time di¬ 
mension. If I have a product or service tomorrow, it is of little use to the 
customer who is here today. If we had the product yesterday, again, it is 
of less value. But if I have the envelope exactly at the time of need, the 
products and services have their greatest value. We can view the enve¬ 
lope almost like stock on a shelf, If we put the stock on the shelf at 
noon, when we have the most customers, we generate the most sales. If 
we put the stock on the shelf at midnight, sales will be low. 

In today’s environment it is important for companies to make the size 
of the envelope part of the evaluation process for determining how they 
stack up against the competition. We must ask how quickly and in what 
manner are we delivering products and services as compared to the 
competition. An analysis of the converging industries becomes impor¬ 
tant when developing an envelope. For example, if you are a hank, what 
are the insurance companies doing with their envelopes that will begin 



Figure 8-6. The larger the envelope at the time of need, the greater the 
value of the buyer. 
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to titled your ability to compete? How about credit card companies, 
such as American Express? 


Service Station Example 

What has been happening to gasoline service stations over the last few 
years provides an example of the envelope concept and the information 
component of products and services. Traditional service stations sell 
gasoline and provide repair services. Some new types of service station 
have eliminated the repair services and sell gasoline only on a self- 
service basis. Still others sell gasoline and other products, such as coffee, 
rolls, and a gallon of milk. All these typically accept credit cards and sell 
different grades of gasoline with various octane ratings. It is instructive 
to analyze the envelopes that service station are creating. Today, many 
service stations charge a higher price for gasoline purchased with a 
credit card than gasoline purchased for cash—they are offering the in¬ 
formation component of credit in their envelope along with the gaso¬ 
line. Service stations also sell “octane.” Does higher octane really make 
the car run better? Perhaps. But does not “high octane” also have a 
“high quality" connotation—part of the information component? The 
service station that sells coffee and rolls is creating a larger envelope 
that it can offer to the consumer, and perhaps lure customers who 
might otherwise go elsewhere, A major oil company recently bought a 
chain of hakeries in order to provide fresh rolls to expand this part of 
the service-station business. What do you think has the higher profit 
margin today—gasoline or fresh rolls? 

In the United Kingdom, a large number of service stations are unat¬ 
tended. This came about because of a below-the-linc orientation that fo¬ 
cused on saving money—reducing the people costs. Today, companies 
with unattended stations are finding it difficult to differentiate them¬ 
selves from their competition. They must compete on price alone. The 
operators of the unattended service stations in the United Kingdom are 
finding it difficult to compete as the consumer becomes accustomed to 
buying more than just gasoline at the service station. 


Alliances and 
Partnerships 

As we have already discussed, an important method for growing the 
size of the pie is to create alliances and partnerships, our fifth mindset 
image, illustrated in Figure 8-7. 
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KL 


Company A and 
Company B 



Alliance between Company A 
and Company B 



Alliance between Company A. Company B. 
Company C, .. and Company Z 


Figure 8-7* Alliances and partnerships can be used to create larger envelopes presented to the 
customer as one image. 


Alliances and partnerships can be used to create 
a single envelope to the consumer. 


If we are going to increase the si/e of' ihe envelope with the intent of 
going alter increased market share, we might take any iiumher ol ap¬ 
proaches. One way might he to develop a complete infrastructure, pro¬ 
vide a complete set of products and servicers, and create a network for 
reaching out to new customers. This approach tends to lie very costly, 
and most organizations are not big enough to do it. What we will see 
more of in the 1990s is an approach where organizations will form alli¬ 
ances and partnerships to share a single point of access to the customer. 
This will provide these organizations with the opportunity to provide a 
much larger envelope than any single organization would lx* able to 
provide. As we get into the 1990s, the challenge will be to identify op¬ 
portunities for strategic alliances and partnerships and then to ensure 
that the links between organizations and the links out to the customer 
are working in the proper fashion. In other words, effective manage¬ 
ment of the links becomes the important issue. 1’his will he a real chal¬ 
lenge, but those who understand these concepts, and learn to create 
strategic alliances and properly control the links, will be the visionary 
leaders of tomorrow. 

Two examples of strategic alliances will point out how such partner¬ 
ships can change the nature of the industry and change the rules by 
which organizations compete. 


Hospital Supply Example 

In order to increase efficiency, major suppliers ol medical supplies to 
hospitals established comprehensive electronic channel support systems 
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to make it easy for their customers to order hospital supplies using ter¬ 
minals and personal computers. They were then able to use these same 
electronic channels to substantially increase the size of their envelopes. 
These organizations have formed alliances with many other suppliers so 
the hospital can order not only hospital supplies, but complementary 
medical supplies, products from office supply wholesalers, and others. 
All these suppliers are thus sharing a common point of access to the cus¬ 
tomer. A substantial percentage of all those products that arc needed to 
run a hospital are now available through one easy-to-use online order¬ 
ing svstem and are delivered with a single delivery truck. The suppliers 
that participate in these alliances are able to give a substantial discount 
for order ing in this manner. So not only is it more convenient for the 
customer to have a single system for ordering all types of supplies, but 
the cost is lower as well. This is very different from the traditional type 
of operation that provides only medical supplies and requires its cus¬ 
tomers to acquire other types of supplies using other means. These sup¬ 
pliers of hospital supplies have been able to use alliances and partner¬ 
ships to create substantially higger envelopes of ancillary products and 
services. Once the customer becomes accustomed to the convenience of 
such a system, it is almost impossible for a competitor to displace it. We 
can easily speculate on how such one-truck delivery systems might be 
expanded in the future to include the consumer. 


Airline Example 

Another example of a creative alliance is that between American Air¬ 
lines and Citibank. When customers use certain Citibank credit cards to 
purchase any type of product, they receive points on the American Air¬ 
lines frequent flier program. This encourages the customer to use 
Citibank credit cards and also enhances loyally to American Airlines. 
This is a win-win situation for American Airlines, for Citibank, and for 
the customer as well. American Airlines is actively recruiting many types 
of companies to join this alliance, thereby increasing the size of the en¬ 
velope each time it does so. 


Happy Captives 

Our sixth mindset image is happy captives: 


Keep your customers happy captives. 
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The idea of keeping the customers that we already have is of critical 
importance. It must he the goal of the entire management team that ev¬ 
ery individual in the organization has this important mindset clearly in 
mind in every interaction with the customer. All the ideas that are gen¬ 
erated from the highest level executive down to the lowest level man 
ager or clerk must focus on this one important point. 

While the attitudes of individuals are extremely important in achiev¬ 
ing this goal, there are additional techniques that can be used as well to 
prevent customers from fleeing to the competition. In a Fortune mag¬ 
azine article by Peter Petre entitled “How to Keep Customers Happy 
Captives,” it was pointed out that 

.. .The first system to appear in a market often becomes the runaway 

winner. Once entrenched, it is nearly impossible to displace. 1 

Once we hegin to use a particular service and are satisfied with it, we 
tend to remain with it. It is a fact of life that people do not tend to jump 
ship to a new service simply hecause of a reduction in cost. For example, 
it takes five minutes to fill out a credit card application, but how many 
of us have changed to a credit card that offers lower interest rates? Even 
if we do become suf ficiently motivated to change once, it is unlikely that 
we will change a second time. An important method for keeping cus¬ 
tomers happy captives is to develop electronic channel support systems 
that destroy the customer’s interest in the products or services offered 
by the competition. If w<e are able to be first in the market with such a 
system, the competition must generally have to shift to an entirely new 
experience curve in order to compete. That is not easy when an orga¬ 
nization is already behind. We will see an example of this scenario in 
Chapter 9 when we see how American Airlines was able to use elec¬ 
tronic channels to make happy captives of a significant percentage of 
travel agents in the United States. As organizations increase the reach of 
products and services into the extended enterprise hy using sophisti¬ 
cated electronic channel support systems, these same organizations will 
come closer to the consumer, and the “happy captives" scenario will be¬ 
come even more important. 


The Warm Frog 

The final mindset image that we discuss concerns the “warm f rog,” il¬ 
lustrated in Figure 8-8. The warm frog concept concerns creating an 
environment in the organization that makes everyone aware of the fact 
that the business environment is passing through a period of rapidly ac¬ 
celerating change. The organization must be positioned so that it is able 
to quickly react to the changes that are occurring in the external envi- 
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Figure 8-8. Warm frog/cold frog. 


ronment. I'ichy and Ulrich made some interesting comparisons be¬ 
tween people and frogs in the article “The Leadership Challenge—A 
Call for the Transformational Leader”: 

This phenomenon is hased on a classic experiment in biology. A frog 
which is placed in a pan of cold water but which still has the freedom 
to jump out can be boiled if the temperature change is gradual, for 
it is not aware of the barely detectable changing heat threshold. In 
contrast, a frog dropped in a pot of boiling water will immediately 
jump out: it has felt a need to survive. In a similar vein, many orga¬ 
nizations that are insensitive to gradually changing organizational 
thresholds are likely to hecome “hoiled frogs”; they act in ignorant 
bliss of environmental triggers and eventually are doomed to f ailure. 
This failure, in part, is a result of the organization having no felt 
need to change/’ 


Are you a cold frog, a warm frog, or a boiled frog? 


We know who the boiled frogs are—they have already failed. We also 
know who the cold frogs are—they are the ones who have seen the 
changes that are occurring in the environment and have already reacted 
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successfully to those changes: American Airlines, American Express, 
WalMart, Federal Express. Since you are reading this book, you are 
probahly not yet one of the hoiled frogs. But you must ask: “Am I a cold 
frog or a warm frog?” Do you know that the environment is changing 
and becoming life threatening? If you are one of the warm frogs, rest 
assured that you will not remain a warm frog for long. You will either 
take the necessary steps to become a cold frog, or the changing envi¬ 
ronment will ensure that you will be a boiled frog long before the end of 
the decade of the 1990s. 


Conclusion 

Management must ask itself if there is a mindset in the organization that 
goes beyond just an awareness of the vision—one that says we are going 
to make all levels of management start thinking dif ferently. Are we try¬ 
ing to make the changes that are necessary for survival in the 1990s? If 
we are, this means that we must have a different view of the extended 
enterprise that is more than just customers and suppliers. The extended 
enterprise must begin to take into account strategic alliances, changing 
industry structures, and converging industries. We must then start to 
determine what the organization's role will be in the new environment. 
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Introduction 

The previous two chapters discussed how the roles of management 
must change with respect to formulating a strategic business vision, and 
wc described a series ol mindset images that can be used to drive the 
strategic business vision down through all levels of middle and opera¬ 
tional management. In this chapter, we examine the primary tools that 
are available for differentiating the organization from the competition, 
changing industry structures, and possibly creating entirely new busi¬ 
nesses. These tools consist of building electronic channels for commu¬ 
nicating with the external elements of the extended enterprise to en¬ 
hance productivity, flexibility, and competitiveness. It is these electronic 
channels that quickly enable the organization to restructure and, in do¬ 
ing so, make fundamental changes in industry power relationships. As 
we have been continually stressing: 


The most important and vexing challenges executives 
will face in the 1990s are those associated with 
continual and rapidly accelerating change. 


This change will include rapid introduction of technology in all facets 
of society, constant evolution of niche markets and niche competitors, 
and a shor tfall in people and skills. Often our focus in the past has heen 
on the nature of the products and services that we have offered to our 
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customers. Today the effective management of an organization's chan¬ 
nels is of critical importance. We need to begin questioning the limited 
usage that we have so far made of electronic channels, All types of or¬ 
ganizations need to hegin expanding the usage of existing channels and 
to begin creating new and more powerful channels using the technology 
that now exists. The evolution of global ECSSs will enable the work 
force to provide new functions without having to physically cross coun¬ 
try borders. 

However, as pointed out in Chapter 2, abovc-thc-line applications of 
technology that have a strategic locus must be built on top of effective, 
below-the-line systems. We cannot build electronic channel support sys¬ 
tems that communicate with elements of the extended enterprise with¬ 
out having the internal infrastructure in place. Most below-the-line net¬ 
works and other applications of technology have been aimed at 
reporting on how well we are doing or on fulfilling orders. Above-the- 
line ECSSs are often aimed at creating a need and with fulfilling the 
need at the same time, in some cases directly in the home of the con¬ 
sumer. 


Global Competition 

Global competition is having increasing impact on American business. 
Of great importance to the competitive environment will be the Euro¬ 
pean Economic Community’s dropping of their internal trade barriers 
in 1992. The growing role that Japan and the Pacific Rim countries are 
playing in the global marketplace is also having a significant effect in 
the ability ot U.S. business to effectively compete. Powerful pressures 
from the rest of the world’s trading countries are resulting in the con¬ 
stant elimination and reformation of markets, jobs, and entire organi¬ 
zations. These factors place intense stress on all members of the orga¬ 
nization as we attempt to adapt to new environments. Leaders must 
understand the global competitive environment and continually ener¬ 
gize their management teams to enable the organization to make the re¬ 
quired changes. Electronic channels will play an increasingly important 
role in enhancing competitiveness in the changing environment by 
allowing for the restructuring and redirection of an organization’s 
channels. 

As the world shrinks owing to the accelerating use of communication 
technologies, the further out in the extended enterprise we can reach 
and the greater the need is to automate activities that do not add value 
to products and services. At the same time, it becomes important to cre¬ 
ate services that do add significant value. Many of the leaders have al¬ 
ready automated the activities that do not add significant value and are 
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beginning to create the new services that concentrate on value-add ac¬ 
tivities. They are freeing up human resources to create innovative new 
offerings. 


Electronic Data 
Interchange 

The development of electronic channels typically begins with efforts at 
installing systems that implement electronic data interchange (EDI), in 
which electronic transactions are shipped back and forth between orga¬ 
nizations—one company’s computers talking directly to another 
company 's computers using communication facilities. This is often done 
to streamline administrative processes. From the standpoint of informa¬ 
tion systems, this is referred to as transaction-to-transaclion processing. 
The primary focus of systems that use electronic data interchange is on 
manufacturing, transportation, delivery of products and services, and 
invoicing and collecting payments. All these can help to establish a just- 
in-time processing environment. Electronic data interchange imple¬ 
ments the beginning of a pipeline that reaches out into the organiza¬ 
tion’s extended enterprise, including customers and suppliers. (See 
Figure 9-1.) 

Electronic data interchange can provide benefits for both customers 
and suppliers. Customers gain advantages from using a single inte¬ 
grated system to lower administrative and acquisition costs arid reduce 



Figure 9-1. Systems that support electronic data interchange (EDI) imple¬ 
ment the beginnings of a thin pipeline between the enterprise and the orga¬ 
nizations with which it interacts. 
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inventories. Suppliers benefit front the use of a single integrated system 
to lower administrative and inventory costs, to enhance cash flows, and 
to help in differentiating products to achieve competitive advantage. As 
mentioned in Chapter 8, this can he done by increasing the si/e of the 
envelope through providing additional products or services. Providing 
the customer with the ability to order many types of products or services 
from one central ordering system is a way of doing this. Uses of elec¬ 
tronic data interchange generally expand as organizations gel accus¬ 
tomed to it. For example, a company might begin by installing a system 
to automate the order entry function and then move to a system that 
automatically handles shipment notification. A further step might be to 
do electronic invoicing and electronic funds transfer between organiza¬ 
tions. As long as these types of systems remain simple systems in which 
there is a simple transaetion-lo-tran.saction relationship between the cus¬ 
tomer and the supplier, they do nothing to fundamentally change the 
way in which the organizations do business with one another, and no 
changes in basic structure occur. 


Interorgantzational 

Systems 

As systems that use electronic data interchange expand, we begin to sec 
basic changes occurring in business relationships. These changes in 
business relationships often cause major structural changes to occur. 
For example, suppose a group of organizations begins to use automated 
order entry together with shipment notification and electronic invoic¬ 
ing. Such a system can he the beginnings of integrated business opera¬ 
tions. Figure 9-2 shows an example in which a manufacturer's computer 
sends orders to a supplier’s computer. The supplier’s computer then 
sends a shipping notification back to the manufacturer. When the ma¬ 
terial arrives at the loading dock, a worker verifies that the order agrees 
with the shipping notification and causes the manufacturer's computer 
to transfer funds directly to the supplier. Such a system causes major 
changes to the business operations of both the manufacturer and the 
supplier because such automated systems eliminate the need for many 
traditional business functions. The supplier no longer needs an order 
entry function, because the supplier’s computer automatically receives 
orders from the manufacturer. The manufacturer has no need for an 
accounts payable function because it pays for orders the moment they 
arc received. The supplier has no need of a conventional accounts re¬ 
ceivable organization, since the funds are automatically received as soon 
as the order is delivered. Such systems are called mterorganizationalsys¬ 
tems (IOS) hecause they change the nature of organizations throughout 
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Stator 



Figure 9-2. Integrated business operations. 


the extended enterprise. Interorganizational systems expand the pipe¬ 
line created by the first systems that began to use electronic data inter¬ 
change. (See Figure 9-3.) 

The primary focus of these systems remains the same as with simpler 
forms of F.DI. However, interorganizational systems provide additional 
benefits to both customers and suppliers. Customers benefit from in¬ 
creased quality of products and services. They also gain the ability to do 
joint development of products and benefit from shared pricing and in¬ 
ventories. For example, for a manufacturer, an interorganizational sys¬ 
tem extends the manufacturer’s control into the operations of its sup- 



Flflure 9-3. Systems that support electronic data interchange can be ex¬ 
panded to form interorganizational systems (IOS) that expand the pipeline. 
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pliers and provides the ability to cause major structural changes to 
occur in the manufacturer/supplier relationship. 

Interorganizational systems allow a just-in-time environment to be 
created for both the customer and the supplier. They offer significant 
cost savings advantages on both sides. The extended enterprise plays a 
larger role when interorganizational systems are in place. Inierorgan- 
izational systems make it much easier for an organization lo differenti¬ 
ate its products and services from its competition. They also make it 
possihle for the organization to hegin changing the rules by which or¬ 
ganizations compete in the industry. For example, when an organiza¬ 
tion that has done traditional order entry moves to just-in-time process¬ 
ing, it finds itself in an entirely new environment. It may find that the 
new zero-balance inventory techniques allow it to completely eliminate 
inventory control functions. The organization might ask its suppliers to 
supply quality control information with the goods they ship. This can 
eliminate the need for layers of management that were originally in¬ 
volved in checking quality. Many organizations also now send engineer ¬ 
ing drawings back and forth electronically to streamline the research 
and development function. 

Instead of doing simple transaction-to-transaction processing, 
interorganizational systems enable the organization to concentrate its 
efforts on abovc-the-line issues and to begin focusing on creating new 
revenue streams rather than streamlining existing operations. When 
interorganizational systems begin to proliferate in the extended enter¬ 
prise, the nature of the competitive environment fundamentally 
changes. Instead of an environment where your organization is pitted 
against the competition, the environment changes to one in which your 
entire extended enterprise is competing against your competitor’s ex¬ 
tended enterprise. Streamlining business operations throughout the en¬ 
tire extended enterprise can help you to achieve competitive advantage. 


Electronic Channel Support 
Systems 

Electronic channel support systems complete the expansion of the pipe¬ 
line begun with EDI and IOS. (See Figure 9-4.) Electronic channel sup¬ 
port systems concentrate on automating the non-value-added functions 
as well as on automating those activities that add significant value to 
products and services. They allow organizations to leverage their hu¬ 
man resources and to become more innovative and creative. The pri¬ 
mary focus of ECSS shifts to enhancing marketing and distribution 
functions, establishing strategic alliances and business partnerships, and 
understanding converging industries. Electronic channel support sys- 
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Figure 9-4. [nterorganizationa] systems can be further expanded to 
form electronic channel support systems (ECSS) to complete the ex¬ 
pansion of the pipeline. 


terns allow us to exploit technology for strategic advantage in the ex¬ 
tended enterprise environment and can cause significant management 
and structural changes to take place in the business environment. 

Electronic data interchange and interorganizational systems typically 
focus on the first column of Figure 8-3, the column associated with the 
product flow itself—the physical component of products and services. 
More sophisticated electronic channel support systems begin to focus on 
the other four columns—those that are associated with the information 
component. With ECSS, we begin to ask questions like: “How do 1 build 
the envelope?” “How do I get other industries involved?” Both EDI and 
I OS deal with traditional business relationships, where business organi¬ 
zations are dealing with one another; electronic channel support sys¬ 
tems extend the reach of channel systems. In the near future, channel 
systems will be primarily multimedia based and will reach directly into 
the home of the consumer. A major emphasis of ECSS that distin¬ 
guishes it from EDI and IOS is that an ECSS enables the organization 
that owns a particular channel to exploit the rapidly evolving commu¬ 
nications and information technologies for the purposes of acquiring, 
creating, distributing, and presenting knowledge rather than just data or 
information. 

A key requirement of top management in applying strategic thinking is 
to understand the relationship between the waves of innovation through 
which we arc passing and the three phases of electronic channel growth. A 
good understanding of these relationships, shown in Figure 9-5, can help 
us to exploit the technologies of people systems and develop new relation¬ 
ships with the consumer. In many cases we will be able to differentiate 
products and services from the competition and achieve substantia) and 
sustainable competitive advantage. Before an organization begins to in- 
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Figure 9-5. Relationships of the waves of change to EDMOS-ECSS 
progression. 


stall electronic linkages to the members of its extended enterprise, it is 
important to understand this progression from EDI to IOS and from 
IOS to ECSS. This is because electronic linkages must not be employed 
in isolation. They must be installed with a view to the eventual installa¬ 
tion of comprehensive electronic channel support systems. Where EDI 
and IOS have changed organizational structures within an organiza¬ 
tion's extended enterprise, electronic channel support systems have the 
potential of modifying the structures of entire industries. Electronic 
channel support systems begin to focus more closely on business part¬ 
nerships and strategic alliances. Significant structural changes will occur 
first in the plant, then in the corporation, and finally in the industry as 
a whole. 


Learning from American 
Airlines 

The evolution of the American Airlines’s Sabre airline reservation sys¬ 
tem provides an example of how sophisticated ECSSs have changed the 
structure of an entire industry. The way in which the competitive envi¬ 
ronment has evolved in the airline industry can help us to understand 
the value of electronic channels. The airline industry clearly shows that 
organizations that have the foresight to build and control electronic 
channels can change the structure of the industry, and in doing so, alter 
the rules of competition. The leading airlines have created competitive 
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advantage by supporting cost and differentiation strategies and have 
created entirely new businesses. This approach is available to everyone. 
Anyone can do this if he or site has the vision and then develops effec¬ 
tive strategies and tactics to implement the vision. 


First and Second Waves: Online 
Reservations 

The initial motivation for an online reservation system was to enhance 
the productivity of the seat reservation process. American Airlines be¬ 
gan with first and second wave below-the-line (save money) operational 
systems for automating the airline reservation process. (See Figure 9-6.) 
The initial Sabre system went online in about 1964 and concentrated on 
the reduce costs and leverage assets waves of innovation. American Air¬ 
lines was able to establish a competitive below-the-line information in¬ 
frastructure that enabled them to switch from a manual-processing ex¬ 
perience curve to a computer-processing experience curve. At the same 
time, they were able to improve service and gain economies of scale. 
These below-the-line systems enabled American Airlines to virtually 
create the lucrative airlines reservations industry. With Lhe competitive 
advantage they were able to ultimately achieve, American Airlines has 
become a dominant player in the airlines reservation industry. It is im¬ 
portant to realize, however, that American Airlines did not achieve a 
dominant position in the airline reservations industry as a result only of 





Figure 9-6. The below-the-line reservation systems that American Airlines installed in the 
1960s. 
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its initial development of' the Sabre system. In fact, in hindsight. Sabre 
represented relatively primitive technology that was quickly leap¬ 
frogged by other systems that were created in the early 1070s. 

I'lie initial motivation for the development of the Sabre system was to 
reduce the transaction costs associated with making an airline reserva¬ 
tion. However, because the philosophy of an airline is that revenue is 
lost forever when a plane takes off with empty scats, it quickly became 
apparent that an efficient reservation system could also help to lill more 
seats. The Sabre system also included the function of making reserva¬ 
tions for seats on the flights of other airlines, as did the reservation sys¬ 
tems of the other carriers. This made it possible for each of the airlines 
to give the impression to the public of being a full-service provider. 
American Airlines may not service the final destination of the passen¬ 
ger, hut the Sabre system allows American Airlines to prov ide die ser¬ 
vice of getting any passenger to any desired destination. 

In 1985 American Airlines had over 40 percent of the airline reser¬ 
vation business and made over $100 million on its airline reservation 
business. Profits have dropped somewhat since then owing to the in¬ 
creased effectiveness of other operators of reservations systems. Regu¬ 
latory intervention on the part of the Civil Aeronautics Board, which 
required operators of reservations system to establish nondisn imina- 
tory pricing has also had an effect on profits. Airlines that did not have 
the foresight of American Airlines were charged a fee for processing 
each reservation transaction. Although the fee is relatively small, 
amounting to no more than about 1 percent of the average ticket value, 
a very large number of transactions are made each year. Today die air¬ 
lines' reservation systems are extremely competitive. United Airlines is a 
leading competitor in the airlines reservation industry and now lias 
about a third of the market. However, American Airlines lias been able 
to maintain its over 40 percent share of the value of all tickets written. 


Third Wave: Capturing the Travel Agents 

Capitalizing on its experience with online airline reservations anti ex¬ 
panding on the infrastructure it already had in place, the Sabre system 
moved outside, as early as 1976, to travel agencies. The services that Sa¬ 
bre provided to travel agencies included providing online information 
about schedules and fares and giving the travel agent the ability to ac¬ 
tually make reservations using an online terminal. Toward the end of 
the 1970s, Sabre added new functions to provide travel agencies with 
useful backroom services, including itinerary preparation and basic ac¬ 
counting functions. American Airlines provides support for travel 
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agents in a win-win environment that enables the agency to operate 
more efficiently and to attract customers away from the more poorly 
run agencies. Once an agency becomes used to such a service and alters 
its procedures to make use of it, the service tends to lock in the agency. 
The enhanced service becomes a "switching barrier" that prevents the 
agency f rom easily changing over to some other service. The focus here 
is on above-the-line systems that enhance products and services in order 
to generate new revenues. This focus is different from the original com¬ 
puter reservations systems that were designed to reduce costs and lever¬ 
age investments. The new ahove-the-line orientation quickly leads to 
new experience curves for creating alliances with travel agents and 
other airlines, providing new forms of support for the travel agent, and 
developing new methods for determining optimum pricing levels for 
seats. {See Figure 9-7.) 

By creating appropriate electronic channels, seat pricing decisions 
can be made on a real-time basis. The availability of information con¬ 
cerning every seat that American Airlines owns allows American Air¬ 
lines to make instantaneous pricing decisions that permit it to maximize 
the revenue that is generated by each flight. It does this hy dynamically 
varying the numbers of seats that it assigns to each pricing category 
based on information that it has about seat utilization and load factors 
on different flights. This strategic function is called yield management. 
The availability and exploitation of the yield management function is 



interaiding CHS Processing 
CHS for Travel Agents 
Backroom Support 

Seal Pricing/Y*k3 Management 
Automated Boarding Passes 

Travel Agent Issues Boarding Passes 
tnterarrline Boarding Passes 


Figure 9-7* Expanding the pie with third-wave systems by moving outward to travel agents. 
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what makes for a pricing strategy that seems so complex to the con¬ 
sumer. 

The new ECSSs that American Airlines has created enabled it to 
change industry power relationships and modify in a fundamental way 
the rules by which organizations compete in the airline industry. Amer¬ 
ican Airlines has demonstrated the rule of “first in, last in." 1 his rule 
states that the first company to enter a new industry can effectively cap¬ 
ture and hold a significant share of the market. They effectively make it 
difficult for competitors to lure away American Airlines’s "happy cap¬ 
tive” travel agents. American Airlines has been able to establish an elec¬ 
tronic extended enterprise. They have effectively created new "enve¬ 
lopes” to differentiate the products and services of American Airlines 
f rom the products ami services offered by the competition. Their enve¬ 
lope allows the customer to make one call to handle ticketing to any de¬ 
sired destination. The envelope for the travel agent provides a single 
terminal that can he used for flight scheduling on all ait lines and also 
provides support for the travel agent’s business. 

American Airlines has also exploited time to create competitive ad¬ 
vantage, because all its new information systems made it possible lot 
American Airlines to make solid decisions much more quickly than for 
the competition. Its above-the-line information systems exploit all three 
of Porter’s and Millar’s rules for creating substantial and sustainable 
competitive advantage that we discussed in Chapter 2: They altered in¬ 
dustry structures arid changed the rules of competition in the airline in¬ 
dustry, they created new cost anti differentiation strategies, and they 
created the entirely new business of online airline reservations. Not only 
do the new above-the-line electronic channel support systems of Amer¬ 
ican Airlines create new' revenue streams and substantially increase the 
size of American Airlines’s pie, they also provide enhanced information 
that allows them to streamline the traditional parts of their operation 
and enhance their profitability. The entire American Airlines Sabre sys¬ 
tem has a win-win orientation. American Airlines wins through in¬ 
creased revenues and profitability, the travel agents win through the 
ability to heUer service their customers, and the consumer wins through 
an enhanced ability to book a seat on an airline at the lowest possihle 
cost. It might even be said that the other airlines that use the Sabre sys¬ 
tem also win by providing them with better opportunities lor filling 
their own seats because the reservation system is the primary marketing 
and distribution channel. 

Fourth Wave: Megadecisions in the Travel Industry 

After travel agents began installing Sabre terminals in large numbers, 
American Airlines further expanded the scope of the Sabre system by 
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Figure 9-8. Expanding the pie with fourth-wave systems to enhance decision making and to 
provide complementary services. 


adding complementary services. (See Figure 9-8.) By doing so, it effec¬ 
tively expanded the envelope with which it wraps its products and ser¬ 
vices. A traveler will often need a hotel room and a car in addition to a 
seat on an airplane. By the end of the 1970s, American Airlines began 
supplying these ancillary services through electronic channel support 
systems and alliances with other suppliers. The challenge of the airlines 
today is to redefine the industry from the “airline” industry to the 
“travel” industry. American Airlines is effectively using ECSSs to en¬ 
hance and support Us entire extended enterprise. Throughout the 
1980s, the emphasis in American Airlines has been on the fourth inno¬ 
vation wave in which it is using technology to create new experience 
curves for the scheduling of ancillary services, such as hotel rooms, au¬ 
tomobile rentals, and various types of entertainment services. American 
Airlines is building even larger envelopes of products and services that 
will allow them to provide schedules and reservations for all the travel 
and entertainment needs of the consumer. Figure 9-9 shows the struc¬ 
ture of the American Airlines extended enterprise. American Airlines is 
continuing its efforts at expanding the size of its pie and increasing the 
reach and scope of its extended enterprise. New electronic channels are 
allowing American Airlines to increase its effectiveness, establish new 
win-win relationships, and add new customers who remain happy cap- 
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Figure 9-9. Extended enterprise view of American Airlines 


lives. It is increasing the scale and scope of its operations l>y constantly 
switching to new experience curves that generate new revenue streams. 

American Airlines started with the basic sale ol a service to a cus¬ 
tomer. It then made use of electronic channels to provide belter service. 
It then differentiated its products and services by exploiting the ex¬ 
tended enterprise, beginning with travel agents. Notice how quickly 
American Airlines was able to create and expand the electronic pipeline 
to increase the size of its pie and the size of its piece as well. American 
Airlines did it much more quickly than by using bricks and mortar. 


Fifth Wave: Reaching the 
Consumer Directly 

Toward the end of the 1980s, American Airlines hegan to provide air¬ 
line reservations services directly to consumers through the KAASY Sa¬ 
bre system that is available to personal computer users through various 
information services. This will further increase the size of its pie and its 
own slice of it. (See Figure 9-10.) In the future American Airlines will be 
making it increasingly easy for the consumer to deal with American Air¬ 
lines directly. The EASSY Sabre will expand as electronic linkages to 
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Figure 9*10. Future further expansion of the pie with fifth-wave people systems. 


the end consumer proliferate. This ties back to our progression from 
EDI to I OS to ECSS, where the ultimate goal of ECSS is to reach the 
consumer and to reduce reliance on intermediaries. The new experi¬ 
ence curves that are important here are telemarketing services, the 
EAASY Sabre reservations system, and the extended reach of electronic 
channels in providing corporate travel management services. 

Outside the scope of the airlines reservation system, American Air¬ 
lines is beginning to provide consumers with new envelopes by using its 
frequent-flier program to establish alliances with credit card companies 
to enhance customer loyalty. American Airlines has also established an 
alliance with a major provider of long-distance telephone service to pro¬ 
vide points in the frequent-flier program each time a customer makes a 
long-distance telephone call. It is interesting to note that other organi¬ 
zations are investigating multimedia systems that will let the consumer 
see pictures of hotel rooms and other hotel facilities before making a 
reservation. American Airlines is also now providing such a service 
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Figure 9-11. Airline industry extended enterprise model. 


through a system called Sabrevision. Figure 9-11 shows a possible airline 
extended enterprise of the future. Notice how its scope will have ex¬ 
panded far beyond its initial scope of providing seals on airplanes. 

What business is American Airlines in today? Transportation? 
Travel? The leisure industry? Information? Banking? Is American Air¬ 
lines today just an airline, or is it now an information provider? What 
will it be tomorrow? A knowledge provider? Figure it out, and you may 
know where American Airlines is going in the future. 


Restructuring the Channels 

Competitive advantage in the future will depend on the ability of orga¬ 
nizations to increase the effectiveness of their extended enterprises. 
The use of advanced electronic channel support systems that reach far 
out into the extended enterprise, eventually reaching the end consumer 
directly, will cause channels to be radically restructured. This channel 
restructuring will take place in four areas, but not necessarily in this se¬ 
quence (see Figure 9-12): 

1. Internal department restructuring. Restructuring of the channels 
will begin with an internal focus on enhancing the functions of indi¬ 
vidual departments to reduce cycle times and increase efficiency. 
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2. Internal division restructuring. Next, the restructuring will begin to 
affect divisions that comprise multiple departments. This will take 
the iorm of consolidation of functions and departments and may re¬ 
sult in the elimination of some internal functions. 

3. Organizational restructuring. In some cases, the restructuring of 
electronic channels will enable a third phase of restructuring to take 
place on an organization-wide basis. This will result in horizontal net¬ 
work integration, which is discussed further in Chapter 12. 

4. Industry restructuring. The final phase of restructuring will take 
place throughout the entire extended enterprise and will cause en¬ 
tire industries to be transformed. This phase will be characterized by 
consolidation of functions between organizations. In some cases, 
electronic channels will enable cross-organizational people systems to 
he eliminated or consolidated. This phase will see the rapid growth 
of industry boundary crossing, which has already started in many en¬ 
vironments. 

There are two ownership strategies that can be applied in the con¬ 
text of using electronic channel support systems to support the ex¬ 
tended enterprise. One involves the creation of strategic alliances 
and partnerships through the use of electronic channel support sys¬ 
tems to implement the linkages between organizations. The other in¬ 
volves strategic acquisitions. Either ownership strategy involves pack- 
a S‘ n S products and services in new envelopes and then presenting 
those envelopes to the customer for a fair price. As an example, we 
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have seen how American Airlines, and the other airlines, are lying 
their frequent flier programs to the use of credit cards and other 
consumer services. 


Conclusion 

It is critical to understand the lessons that the airlines leach us almiil 
electronic channel support systems. These lessons can help you lo visu¬ 
alize the role of your organization in its industry. If your organization 
cannot understand what is taking place in the airline industry, and can¬ 
not see parallels for your own organization, then it will he difficult lot 
your organization to compete with those who do understand the new 
environment. Technology applied to information channels will have a 
major impact on all organizations in the 1990s. Electronic channels will 
increasingly be used to replace people channels. But those that imple¬ 
ment these new forms of technology must have a dear understanding 
of the waves of technology change, experience curve strategies, and 
changing industry power relationships. And it is ol critical importance 
that a coherent strategic business vision guides the application ol these 
new forms of technology. 



PART 3 

Tactics and 
Implementation 


In some organizations, strategic planners have been very successful at 
formulating winning strategies. In many other organizations, good ideas 
are conceived but do not make it all the way down the innovation 
arrow to implementation. Strategy requires uision, but implementation 
requires leadership. Strategic advantage is usually achieved at the 
operational level, and a strategy is only as good as its implementation. 
Tactics is the bridge between strategy and implementation. (Figure 
P3-1.) It is at this bridge that the two different thought and planning 
processes are linked together. This is where executives prove their 
leadership skills and earn the right to lead. On the vision and strategy 
side of the bridge, top management formulates a vision and develops 
that vision into a strategy that charts the course of the organization in 
achieving competitive advantage and increasing organizational 
effectiveness. On the tactics and implementation side of the bridge, 
operational management formulates tactical plans to implement the 
vision. It is at this bridge that effective communication plays a critical 
role in linking the vision and strategy team with the implementation 
team. What is required to achieve successful implementation is a set of 
management practices that help validate the strategy and develop 
detailed tactical plans for sharing the vision, gaining buy-in, and 
empowering the organization. A sense of urgency and enthusiasm is 
critical—in many cases, the very survival of the organization will be at 
stake. 




Figure P3-1 


Make no assumptions about the management techniques that will be 
required in tomorrow’s organizations. Chapter 10 introduces the 
mechanics of a simple planning technique, called Linkage Analysis 
Planning, that individuals and groups can use to formulate a vision and 
develop effective strategies. Chapter 11 then outlines steps for 
actualizing the vision, and Chapter 12 describes how to build the new 
organization that will be required to effectively compete in the 1990s. 


ISO 
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Planning through 
Linkage Analysis 


Introduction 

In this chapter we examine techniques lor conducting a linkage analysis 
planning session. During the planning session, the concepts presented 
in Parts 1 and 2 are used to formulate the strategic business vision and 
to develop the strategic and tactical plans that are required to imple¬ 
ment that vision. We begin this chapter by examining the characteristics 
of traditional strategic planning techniques that many organizations 
use. We then list the characteristics of linkage analysis planning that 
make it a better planning tool for today's environment. We then de¬ 
scribe the mechanics of the linkage analysis planning procedure and 
walk through two linkage analysis planning sessions—one with an ex¬ 
ternal focus and one with an internal orientation. We then show how 
the results of a linkage analysis planning session are documented and 
list many of the benefits of this new form of strategic planning. We then 
conclude this chapter by asking you to work through a simple leader¬ 
ship exercise that shows how linkage analysis planning can be applied 
on an individual basis. The leadership exercise also helps to structure 
the inlormation in the two concluding chapters. 


Traditional Strategic 
Planning 

H ave you ever participated in a strategic planning session in which, af¬ 
ter it was over, you felt good about it? Were the procedures easy to un¬ 
derstand? Or did you get hung up in all the rules? 
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Someone states a goal. Someone else says: “That isn't a complete 
sentence.” So she puts a verb on it. He says: “Now it's not a goal, 
it’s an objective.” “OK,” she says, “I don’t care, take the verb off.” 
“No, it’s got to be a complete sentence.” Someone asks: “What’s 
our mission statement?”...“That’s not a mission statement, it’s a 
goal.” “No. It’s an objective.” 


Does any of this sound familiar? When we get finished after or 3, 
or 5 days of this type of planning, do we feel that we have accomplished 
something useful, or do we feel worn down and beaten? The report that 
comes out of such a planning session is usually so thick that we know it 
will never be read. 

Older planning techniques, such as critical success factor analysis, 
business systems planning models, data firm analysis, and the 
profu/impact analysis system (PIMS) usually define only a methodology; 
they leave it to the participants to determine how they will be able to 
develop plans for actually using the results of the planning session, 
Most approaches to strategic planning are designed to generate lists of 
action items. But these action items seldom lead to a strategic vision or a 
view of the organization’s future. Existing planning techniques were de¬ 
veloped for an era when the road maps existed and the environment by 
today’s measures was relatively stable. In addition, they were primarily 
developed to enhance productivity, efficiency, quality, and financial 
strength and are heavily oriented toward the operational control and 
financial functions of the organization. They reflect an internal view of 
the organization and are not designed to look outward; they typically 
focus only on the “tactics” phase of the innovation arrow. These techniques 
tend to ignore vision and real strategic action. And many ol these older 
techniques are too focused on procedure and do not allow the creativity of 
the group to shine through. According to George Steiner: 

Planning systems will be more flexible and less proceduralizcd, es¬ 
pecially in large companies. (Planning systems today in smaller com¬ 
panies lend to be less formal.) Managers will become increasingly 
aware that too much procedure drives out the type of creativity, in¬ 
novation, and imagination needed for superior strategic planning. 1 


Linkage Analysis Planning 

This book is about a new kind of strategic planning that addresses 
the shortcomings of the old tools. What kind of capabilities do lead- 
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mg organizations need to win and survive in the 1990s? What are the 
characteristics of a good strategic planning tool? Simply stated, they 
should: 

■ Assist in raising the organization’s levels of creativity, innovation, 
commitment, sense of shared vision, and effectiveness 

■ Provide new lenses for visualizing opportunities and exposures 

■ Be simple to use 

■ Provide a common language that the management team can use in 
communicating about strategic requirements, plans, and investments 
of your organization as well as others 

■ Foster creative participation, buy-in, and teamwork 

■ Leverage the creative powers of the organization’s most experienced 
people 

■ Uses consistent, easy-to-understand imagery 

■ Be short on rules and long on creativity 

■ Link easily to all the organization’s processes 

■ Help to find and develop the required new road maps that define the 
organization's goals in the changing environment 

■ Foster and encourage strategic thinking which can then lead to ap¬ 
propriate strategic actions 

■ Assess the organization’s position today in the industry and on what 
the new role will be in the future for both the organization and the 
industry 

■ Provide new insights into strategic forces of change 

■ Provide the means for positioning the organization concerning appli¬ 
cations of technology 

■ Succeed in developing the extended view of the organization 

The key question to ask is: “Does the planning process raise the over¬ 
all level of the organization’s effectiveness, and does it provide the new 
strategic direction that is required for the 1990s?” Linkage analysis 
planning is a planning tool that meets these characteristics and can be 
used to carry us into the 1990s. Linkage analysis planning can help us to 
recognize the interrelationships that exist in the business environment, 
and takes into account the interrelationships that are involved in imple¬ 
menting a new organizational vision. It can assist us in forming a vision 
of what a strategic market thrust should look like. Linkage analysis 
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planning is simple enough to weave into the day-to-day operational fab¬ 
ric of the organization. It can be used at all levels of management on a 
continuing basis. It is not specific to a particular industry, department, 
or function but is a generic tool that can enable all members of the or¬ 
ganization to effectively participate in developing and implementing a 
shared vision. 

Although this chapter presents the mechanics of using linkage analy¬ 
sis as a strategic planning tool, it is im^)ortJnt to keep in mind as you 
read this chapter that linkage analysis planning is not only a methodol¬ 
ogy; it is an ongoing process that can help the entire organization reach 
new levels of effectiveness. Linkage analysis planning begins with the 
concepts and ideas expressed in Parts 1 and 2 of this book, and the sim¬ 
ple methodology described in this chapter is only a part of the whole 
process. Linkage analysis planning is different from other planning 
methodologies because it is a comprehensive approach to strategic plan¬ 
ning that takes us all the way from the first step of the innovation ar¬ 
row— vision —to the final step— operations. 


The linkage analysis planning technique is 
simple to understand, but is, at the same time, 
deceptively powerful and complex. 


The complexity comes not from the process, but from that which we 
are analyzing—the organization, the extended enterprise, the industry, 
and the converging industries of which the organization is a part. Dur¬ 
ing the linkage analysis planning process, we ask the participants to un¬ 
derstand the organization and to determine the role the organization 
should play in the future. It can he used hy an individual or by a group 
to perform strategic planning at any level in the organization. Linkage 
analysis planning is a generic planning technique that can be used in 
almost any situation. As an example, high school students are using it to 
identify the key linkages associated with developing into a productive 
adult. (See Appendix B.) The intent of linkage analysis planning is to 
help the planning group to: 

■ Identify and visualize the key forces that affect the environment 

■ Perform strategic thinking and creative brainstorming 

■ Develop and communicate a shared vision 

■ Identify the strategic actions that are required to implement the vision 

■ Leverage the team’s insights, experiences, and creative skills 

■ Build teamwork 
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■ Emphasize the important substance of the planning process 

■ De-emphasize procedure or form 


Using Linkage Charts 

Although we have not said so, we have already been using linkage anal¬ 
ysis planning techniques from the very first chapter of this book to 
present key concepts. An important tool of linkage analysis planning 
consists of a set of linkage charts that are similar to many of the charts 
we have been using throughout this book. These charts help guide the 
strategic thinking that the group is trying to accomplish. 


Drawing Linkage Charts 

During a linkage analysis planning session the planning group con¬ 
structs a set of linkage charts that provide important documentation of 
the strategic plans the group is creating. The following is a brief over¬ 
view of how the process works. We describe the process in detail later in 
this chapter. Here is how we create a set of linkage charts during a plan¬ 
ning session: 

1. Clearly state the goal the group is trying to achieve or the question 
we are trying to answer and place it at the top of the chart. The goal 
should be one that is strategically important to the organization. 

2. In the middle of the chart, place the organization, force, competitor, 
function, or whatever we are trying to analyze. 

3. Put a box around whatever goes on the chart. By placing something 
in a box, it psychologically becomes something that we cannot ignore 
but must deal with. Do not use circles; circles are too comfortable. 

4. Place around the center box those factors that everyone agrees are 
strategically important in reaching the goal stated at the top of the 
chart. Use the techniques discussed in Parts 1 and 2 to structure the 
group’s thinking about what is strategically important. 

5. Draw lines from each new box to the center box to help visualize the 
interrelationships and to document the important linkages. 

6. Once a chart is completed, try to choose the one most important 
function with respect to achieving the goal stated at the top. One way 
to do this is to first take a vote on the top five, and then vote on the 
most important out of those five. If the group cannot agree on one, 
then choose the top two, but try never to have more than two 
number-one priorities. Why? Organizations can usually only swallow 
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a couple of hot strategic projects at a time. Having 40 number-one 
priorities defeats the purpose of the session; no one knows where to 
start, 

7. The analysis can now proceed at a new level of detail using the same 
set of techniques. Place the most important function in the center of 
a new linkage chart and identify the important factors associated 
with this second-level function. The analysis proceeds in this manner 
until a level of detail is reached at which specific strategic actions can 
be clearly identified. 

The power of linkage analysis planning lies in its ability to help the 
planning group to conceptualize the key issues and to allow them to fo¬ 
cus on those factors that are critical to achieving substantial and sustain¬ 
able advantage. It allows the group to discover those key issues that, af¬ 
ter the fact, often appear obvious, but which can be so difficult to 
identify. A comment that is often heard in a linkage analysis planning 
session is: “Why didn’t we think of that before?” 


Linkage Chart Example 

Before we describe the process in more detail, a short example will il¬ 
lustrate how powerful linkage charts can be in focusing the planning 
group on what is important. One of the authors worked with a large oil 
company in analyzing the company’s motor oil division. The group 
placed the motor oil division at the center of a level 1 linkage chart. The 
major objective of this division was to gain market share with the auto¬ 
motive manufacturers—users of large quantities of motor oil. As the 
group added boxes to the chart, it became apparent that price, name 
recognition, and current technology were not going to provide in¬ 
creased market share. Enhanced service through conventional elec¬ 
tronic data interchange systems for ordering were not the answer ei¬ 
ther. Image was selected as the key factor. This was placed at the center 
of the level 2 chart, and the group attempted to determine how enhanc¬ 
ing the image of the motor oil division could produce the desired in¬ 
creased market share. After a long discussion period and after placing 
numerous boxes on the chart, we applied the key test. We were able to 
find no items that were likely to produce substantial and sustainable ad¬ 
vantage. It soon became apparent that it was going to be extremely dif¬ 
ficult to differentiate the oil company’s motor oil product from that of 
the competition. We then backed up to the level 1 chart and eventually 
arrived at the solution of providing enhanced service to the large auto¬ 
motive customers by installing microprocessor sensors in the motor oil 
tanks of large customers. These would automatically generate an elec- 
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ironic order to the oil company for motor oil whenever the tanks 
dropped to a certain predetermined level. This eliminated the need for 
human intervention and reduced the work load of the automotive 
company’s purchasing department. The end result was a number of 
multiyear contracts with automatic ordering. This same concept was 
quic kly adapted to other divisions within the company. 

The power of linkage charts is that they allow the planning group to 
zero in on the factors that have the potential for leading to substantial and 
sustainable advantage while also clearly identifying those issues that do not. 


The Linkage Analysis 
Planning Procedure 

We now describe the linkage analysis planning process in more detail. 
We begin by stating the only rule that governs the session. We then 
present a series of guidelines that can help focus the group and ensure 
success. We then describe how a linkage analysis planning session can 
take either an internal or an external focus; each is appropriate and has 
a different purpose. 


The Only Rule 

Linkage analysis planning has only one rule. You may already have 
guessed it because we have repeated this phrase many times: 


Make no assumptions. 


The only hard and fast rule of linkage analysis planning is that par¬ 
ticipants must bring no preconceived notions with them to the planning 
session regarding the organization or the environment and must focus 
on what is important in their own environment. 


Guidelines 

Although make no assumptions is the only rule, there are a few guide¬ 
lines that, when followed, can make the session more productive. An 
important guideline concerns the principle of brainstorming. In con¬ 
structing linkage charts during the session, whatever is important goes 
on the chart. All a participant needs to do is explain what he or she 
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means. There are no bad ideas. It is also important that attendees in¬ 
clude all the key functional executives, the chief decision maker, and 
other critical people. The chief decision maker needs to be involved. We 
cannot over emphasize the importance of the chief decision maker's 
role in breaking ties anti ensuring that the focus stays on key priorities. 
The chief decision maker has the final say on what constitutes a 
number-one priority. 

Asking the right questions is another key to the process. The intent of 
the session is to significantly increase the value of the organization and 
improve its effectiveness. The following question is one that should he 
asked often: 


How will this help us to achieve 
substantial and sustainable strategic advantage? 


If the group reaches a point where no one can identify anything on 
the chart being discussed that can lead to substantial and sustainable ad¬ 
vantage, the group should stop, back up, and set new priorities. This 
guideline is intended to help the group zero in on those aspects of the 
environment that are clearly strategic and to help avoid situations where 
the group begins to focus on the wrong factors. 

The session must be conducted in an environment that is conducive to 
uninterrupted thought and creative, right-brain strategic thinking. The 
session should be lead by a facilitator who can minimize procedure and 
keep the creative juices flowing. As we have already stressed, the locus 
must be on substance, not cm joint. The senior executives attending the ses¬ 
sion should ensure that the proper atmosphere prevails. It is hard lor peo¬ 
ple to volunteer ideas and be creative in an environment that is hostile or 
intimidating. During the idea generation phases, senior management 
should foster an environment where rank has no privileges. Only in the 
final stage of priority setting and in rare cases where the group is going oil 
on too many nonproductive tangents, should rank prevail. 


Analyzing Waves, Curves, and 
Power Relationships 

We will now see what is involved in an external linkage analysis plan¬ 
ning session by walking through one in detail. The planning process 
should begin with a discussion of the waves of innovation. We then try 
to identify the experience curve strategies that will be important. Addi- 
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Figure 10-1. Traditional market forces. 


tional experience curve strategies will become apparent as the planning 
process proceeds. 

We then begin drawing charts that show the strategic Forces that exist 
in the industry in an attempt to understand the present industry power 
relationships. A typical chart of traditional market forces is shown in 
Figure 10-1. We then ask questions about how the environment is likely 
to change in the future and draw charts that show how industry power 
relationships are changing. Michael Porter’s competitive forces model 
discussed in Chapter 2 and the expanded strategic forces model intro¬ 
duced in Chapter 4 are useful tools in performing this analysis. (See 
Figure 10-2; the boxes with the double lines represent Porter’s strategic 
forces model.) Figure 10-3 shows what a typical chart of future industry 
power relationships might look like. 
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Figure 10-2. Strategic forces model. 
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Visualizing the Extended Enterprise 

Our analysis of the waves of innovation, experience curves, and chang¬ 
ing industry power relationships should begin to give us a feeling for 
what our external enterprise looks like. This, in turn, should begin to 
start us thinking about the electronic channel support systems that will 
be needed in the future for exploiting our extended enterprise view of 
the environment. Our vision for the organization should now begin to 
crystallize. 


Conducting an External 
Linkage Analysis 

A linkage analysis planning session can take either an internal nr an ex¬ 
ternal focus. Figure 10-4 shows that if we take an external focus, we 
look at the information component of products or services. The focus is 
on looking for strategic advantage and creating alliances and partner¬ 
ships. In an external linkage analysis, we use the lenses and mindsets we 
have been discussing to hegin visualizing opportunities and exposures. 
Notice the dif ferences of focus between the external linkages and the 
internal linkages. Most existing planning processes were designed only 
for the internal view and do not function adequately in trying to under¬ 
stand the linkages in the extended enterprise, electronic channel sup¬ 
port systems, alliances, and changing industry power relationships. 

If we take an internal focus, we focus on comparative cost advantages 
and on the physical component of products and services. Here we focus 
on enhancing the processes or functions that are essential in creating or 
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Linkage 
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Figure 10-4. A linkage analysis planning session can take either an external or an internal 
focus. 


providing a product or service. With an internal focus, we are trying to 
improve internal organizational effectiveness and position the helow- 
the-line functions to support above-the-line investments. 

It is our recommendation to begin an analysis of the organization 
with a session that takes an external focus. The external orientation will 
allow the group to identify significant modifications that need to be 
made to both the internal and external views of the organization. After 
the external analysis has been completed, an internal analysis can be 
conducted. Performing the analyses in this sequence can generate new 
insights with respect to the internal view of the organization. For exam¬ 
ple, an internal, below-the-line project may have been languishing for 
years in the budget authorization process. But now, when viewed 
through the new set of lenses that the external analysis provides, exec¬ 
utives may ask why that was not completed years ago. The system may 
now be viewed as the base upon which future strategic systems will be 
built. 


Level 1: The Organization 

The next step in the linkage analysis planning process is to construct a 
level 1 linkage chart that shows those factors in the environment that 
are most important to the organization as a whole. The following steps 
are involved in creating this chart: 

1. Write at the top of the chart the question that we are trying to an¬ 
swer. 

2. Draw a box in the center of the chart that depicts the organization as 
a whole or whatever we are trying to analyze. 
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Place in boxes around the central box all those factors that members 
ol the team agree are the most important in answering the question 
at the top. 

The guidelines we discussed earlier in this chapter can be used to 
guide our progress in completing the chart. The two initial objectives of 
the level 1 analysis of the organization are to: 

■ Identify the major relationships related to the vision of the organiza¬ 
tion today and tomorrow, 

■ Understand the positive and negative impact of the major fortes on 
the organization and their role in answering the question at the top of 
the chart. 

We must continually ask what is important in choosing the boxes to 
place on the chart. The techniques discussed in Pam l and 2 of this 
book come into play in conducting the analysis. In preparing a level I 
linkage chart, we ask such questions as: 

■ W'hat changes do we see occurring in the industry today? Tomorrow? 

■ W'hat do we see as opportunities? Exposures? 

■ W'hat is our view of the industry? 

■ Has our view of the industry changed in recent years? 

■ What is our view of the impact on the organization of customers? 
Suppliers? Partners? 

■ What strategic alliances might the organization form in the future? 

■ How might the rules of competition be changed? 

■ What forces may cause this to happen? 

■ Who might be new entrants to the market? Where will they come 
from ? 

The level 1 linkage chart that results from the analysis might look 
something like that in Figure 10-5. 

Alter we achieve agreement that the chart includes all the important 
factors, we then focus on choosing which factor holds the most promise 
in providing a source of strategic advantage. This will be the factor that 
we will analyze next in detail. As we mentioned earlier, a guideline that 
can be used here is to try to choose the top Five, and then vote for the 
most important from among those. In some cases, we may not be able to 
choose one, but might agree on two. We could then conduct separate 
detailed analyses on the top two. But try not to have more than two 
functions to analyze further. Forcing us to choose one or two factors from 
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Which External Factors Are Most Important In Helping 
the Organization Achieve Strategic Advantage? 



Figure 10-5. Level 1 linkage chart: the organization. 


the chart provides insight that helps us to understand the benefits and 
tradeoffs involved in each decision and also helps to build teamwork. 

If the group is inexperienced with the linkage analysis planning tech¬ 
nique. it might be difficult at first to focus on what is most important. If 
this happens, we can simply pick one of the factors for f urther analysis 
to get experience with the technique. It will always he possible later to 
come hack to the level 1 chart and discuss the factors further after we 
gain experience and confidence with the procedure. 

We can now move on to the level 2 linkage analysis. For the purposes 
of this example, we will work through three dif ferent level 2 analyses to 
show the different kinds of questions that arise when different elements 
are analyzed. We will hegin by choosing “competitors” as the factor on 
the chart that represents the most important factor in achieving strate¬ 
gic advantage. 

Level 2: Competitors 

In the level 2 analysis, we use the same procedure as for level 1 and 
focus in more detail on all the existing and potential future linkages that 
relate to the competition. We asked the following sorts of questions in 
preparing the level 2 linkage chart: 

■ Who arc the competitors? 

■ What are their products and services? 

■ How do they differentiate themselves from us and the other compet¬ 
itors? 
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■ What alliances exist or might the competition form? 

■ Could another industry take part of the business away? 

As we begin to formulate answers to these questions, we build a level 
2 chart by placing the important factors in boxes surrounding the “com¬ 
petitors" box, as shown in Figure 10-6. As with the level I chart, lines 
are used to link each important factor to the center box for competitors. 
This helps to clarify the important linkages that exist with the organi¬ 
zation’s competitors. 

After agreeing that all the important issues are documented on the 
chart, we again try to determine which of the factors is most important. 
Again, hopefully one factor can be identified as most important, but no 
more than two number-one priorities should be identified. In this 
phase, we must agree on what is the most important factor to get the 
organization where we want it to be in the future with respect to the 
competition. We must achieve agreement on what is the most important 
linkage in accomplishing the vision. We must understand all the link¬ 
ages and the important tradeoffs associated with them. At any level of 
the analysis, we might decide to combine two of the boxes into one for 
further analysis. For example, we might want to further analyze "cur¬ 
rent products and services" in conjunction with "differentiating our 
products and services” at the next level. 


Which Factors Are Most Important from a Competitive Viewpoint? 



Figure 10-6. Level 2 linkage analysis: competitors. 
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Level 2: Suppliers 

In analyzing the level I chart, we may have agreed that “suppliers” rep¬ 
resented a better potential source of strategic advantage than the other 
factors. In constructing this level 2 chart, we might have asked a differ¬ 
ent set of questions: 

■ How important are our suppliers today? 

■ Will these same suppliers be important tomorrow? 

■ Could competitors form alliances with our suppliers? 

■ What are the alternate suppliers or alternate products? 

■ What are the opportunities for horizontal and vertical integration? 

■ How does the product flow from all of the suppliers, to us, to the cus¬ 
tomer, and then to the ultimate consumer? 

■ How docs the revenue flow r ? 

■ What impact will technology have on these flows? 

■ What are the terms and conditions of contracts? 

■ What about title and ownership? 

■ What about service and maintenance throughout this chain? 

■ W'hat ahout the information used in selling the product? 

■ What new experience curves are emerging? Could we use plastics 
rather than steel? Could we use plastics instead of gaskets? 

■ How can we reduce cycle time? 

A possible level 2 linkage chart for “suppliers” is shown in Figure 10-7. 


Level 2: Customers 

We might alternatively have chosen “customers’’ from the level 1 chart 
for further analysis. In constructing the chart for “customers,” wc asked 
the following types of questions: 

■ Who are our customers? Who are their customers? What is important 
to them? 

■ Do the customers own the chart or do we? 

■ Which customer is most important today? Who is likely to be most im¬ 
portant tomorrow? 
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Which Factors Are Most Important from the Viewpoint of Our Suppliers? 



Figure 10*7. Level 2 Linkage analysis; suppliers. 


■ Is it likely that it will be the ultimate consumer that will be important 
to us in the future? 

■ How' can we grow 7 our “shelf space" in the customer's mind? 

■ How can we expand the envelope of ancillary goods and services. 

■ Can we form alliances and partnerships that will help us reach a 
larger customer base? 

■ Can I start to cross industry boundaries? 

■ Can I begin to reach the ultimate consumer? 

Figure 10-8 shows a level 2 linkage chart lor customers. 

At this point, we will choose “the end consumer” as the factor that 
represents the best source of strategic advantage with respect lo “cus¬ 
tomers” and proceed to the level 3 linkage analysis. 


Level 3: The End Consumer 

To begin the level 3 analysis, we draw another chart placing “the end 
consumer” in the center. The level 3 analysis continues in the same 
manner as level 2 by identif ying the key issues concerning “the end con¬ 
sumer” box, as shown in Figure 10-9. The linkage analysis may now be 
at a sufficient level of detail that we can begin identifying new business 
opportunities and benefits. In some cases, the function that we are an¬ 
alyzing in the level 3 analysis may not be at a sufficiently detailed level. 
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Which Factors Are Most Important from the Viewpoint of Our Customers? 



Figure 10-8. Level 2 linkage analysis: customers. 



Action Plan 

i Create products and services That will appeaJ 
to the consumer and tend to loch them in 

2. Create alliances and partnerships Thai will allow 
us to offer a larger envelope of ancillary products 
and services. 


Exposures 

1. Our competitor may create products and 
services to reach the consumer before we do and 
loch us out, 

2 . Companies in other industries might begin lo 
compete with us by reaching the consumer 


Future Enhancements 

1. Create systems That allow the consumer to order 
our products and services from the home. 

2 . Create new alliances and partnerships that wHI 
allow the consumer to order products and 
services from other companies Through our 
system. 

3. Provide other types of products and services 
using electronic channel support systems. 


Figure 10*9. Level 3 linkage chart: end consumers. 
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If that happens, it may be necessary to do a level 4 analysis, and in some 
cases a level 5 analysis to reach an appropriate stopping point. 


At each stage the substantial and sustainable 
test must be applied to see whether the issues 
selected are strategically important. 


Documenting the Strategy 

After we have reached the final level of detail, the vision for the orga¬ 
nization should begin to become clear. As the vision materializes, it is 
important that we begin developing and documenting effective strate¬ 
gies for achieving that vision. When we decide that the function being 
analyzed is strategically important and that the final level of detail has 
been reached, we can begin to document strategic actions by adding 
three lists to the final linkage chart: 

■ Action plan 

■ Potential exposures 

■ Future enhancements 

An example of a linkage chan at the final level of detail, with the 
three lists included, is shown in Figure 10-9. 


Action Plan 

The first list that is added to the linkage chart at the final level of detail 
is an action plan for pursuing strategic advantage in the particular area 
under study. The action plan must document the strategies that are re¬ 
quired in order to achieve the organization’s vision in that area. In pre¬ 
paring the action plan, we list benefits and opportunities. It is here that 
we begin making the transition from strategic thinking to strategic ac¬ 
tion. For example, on "the end consumer” linkage chart, we might try to 
identify information systems and new services that will allow us to reach 
the consumer directly. The focus here might be on providing services 
that tend to lock in consumers so that it will be difficult for them to 
switch to a competitor. We might try to define a new envelope that in¬ 
cludes ancillary products and services that the consumer might want. 



Planning through Linkage Analysis 


169 


We might also try to identify functions that we might add to old services 
to significantly increase their perceived value to the consumer. 


Potential Exposures 

In addition to developing an action plan, we must also place on the 
lowest-level linkage chart a list of potential ways in which the organiza¬ 
tion might be threatened if it does not pursue strategic advantage in this 
particular area. For example, what will happen it we do not take steps in 
attempting to reach the consumer directly, but the competition does ? 
What if other organizations begin to provide some of the new services 
that we are identifying? What will happen if players from the converg¬ 
ing industries enter the picture with “new envelopes” and begin supply¬ 
ing services traditionally associated with organizations in our industry? 
We cannot afford to assume that the competition is not conducting 
planning sessions that are similar to our own. 

Future Enhancements 

After constructing an action plan and identifying potential exposures, 
we look to the future and add a third list to the linkage chart that doc¬ 
uments additional benefits and opportunities that we might pursue 
later. This is where we begin to work on building sustainable advantage, 
one experience curve after another. On “the end consumer” chart, we 
might list completely new products and services that the consumer 
might want that are complementary to the products and services that we 
now offer. For example, we might focus on means by which the con¬ 
sumer might use a personal computer or terminal to order products or 
services from us directly. In this context, it might be important to de¬ 
velop a list of additional products and services that can be acquired us¬ 
ing the same personal computer that the consumer uses to order our 
products or services. 


Conducting an Internal 
Linkage Analysis 

After we have completed the external linkage analysis we can then pro¬ 
ceed to an internal analysis that focuses on the linkages that exist within 
the organization itself. In this analysis, we concentrate on: 

■ Important internal linkages 

■ Relationships between internal linkages and external linkages 
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■ Economies of scale and experience 

■ Comparative cost 

■ Quality 

■ Effective use of resources 

■ Changes in organizational structure 

In the level 1 internal linkage analysis, we focus on how the objectives 
of the organization are currently being met. We can trace the How of 
products and services through the organization and ask questions about 
efficiency, effectiveness, quality of products and services, and the loca¬ 
tions of bottlenecks. We should focus here on identifying the internal 
relationships that seem to be causing the most difficulty in meeting the 
organization’s objectives and on ones that provide the best opportuni¬ 
ties to meet the internal and external strategic objectives. As in the ex¬ 
ternal linkage analysis, we draw a chart that shows the key internal func¬ 
tions for the organization that are of the most importance. Once the kev 
functions have been identified and agreed upon, we again try to iden¬ 
tify the most important function for further analysis with a level 2 link¬ 
age analysis. That then leads to a level 3 analysis, and so on until a suf¬ 
ficiently detailed level has been reached. These lower level analyses 
should focus on new and enhanced applications as well as fund ions that 
are critical to providing the base for meeting external and internal stra¬ 
tegic objectives. We might conduct them using industry specialists as re¬ 
sources to analyze benefits, prioritize projects, and prepare action plans. 
These action plans might include identifying projects for pci forming 
further cost-benefit analyses, financial analyses, technical assessments, 
project time estimates, staffing proposals, and risk analyses. But, the 
analyses that are done at each level should always lx? guided by the same 
test: 


Will the function or element being analyzed lead 
to substantial and sustainable strategic advantage? 


The factors analyzed in the internal linkage analysis should address 
such things as efficiency, effectiveness, and quality of service. Because 
the analysis has an internal focus does not mean that the factors being 
analyzed are less important. In some cases, they may he critical to 
achieving the strategic advantages that we have identified in the exter¬ 
nal linkage analysis. 
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Summarizing the Results 

The output of the 2- or 3-clay linkage analysis planning meeting must 
summari/e the results of both the external and the internal analyses 
that we conducted. It should consist of thorough documentation of the 
organization's vision and a summary of the actual plans the organization 
will pursue in achieving that vision. 


The Vision 

As we have stated many times, a key objective of the linkage analysis 
planning session is to identify and articulate a strategic business vision 
for the organization that can be used to guide managers at all levels in 
the organization. This vision must be thoroughly documented before 
the planning session ends. The documentation of the vision should in¬ 
clude charts and other documentation that show: 

1. The waves of innovation in the industry that clearly positions the or¬ 
ganization and the industry as a whole with respect to the waves 

2. The experience curves that characterize the industry that shows 
which of those experience curves the organization must exploit 

3. The organization's view of its extended enterprise that shows the or¬ 
ganization's role (owner or member) with respect to internal and ex¬ 
ternal elements 


The Strategic Action Plan 

We must then produce a documented strategic action plan that is based 
on plans for implementing the vision. We must also address and docu¬ 
ment the way in which business assessments of the strategic action plan 
will take place, including both technical and financial issues. Documen¬ 
tation of the strategic action plan must include the following items: 

1. An overall strategy statement 

2. Linkage charts for both the external and internal linkage analyses 

3. Summaries of the action plans, potential exposures, and future en¬ 
hancements listed on the lowest-level linkage charts 

4. Documentation of the critical implementation linkages that must be 
managed to ensure success 

5. Assignments of individual managers and/or work groups to each ac¬ 
tion item in the strategic action plan 
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The fifth item in the list is of critical importance. After we have for¬ 
mulated the vision and documented the strategic action plan iliai we 
must pursue in achieving the vision, the management team must make 
appropriate work assignments. Individual managers or work groups 
must be charged with the responsibility for studying and making de¬ 
tailed plans for each of the action items in the strategic action plan. 
Each manager or work group must be responsible for validating key 
business, financial, marketing, operational, and technological decisions. 
Risks and exposures must also be thoroughly analyzed and opportuni¬ 
ties assessed. A well-defined strategic action plan is usef ul onlv il'a spe¬ 
cific member of the top management team accepts responsibility lot- 
each element of the strategic action plan and is held accountable for its 
implementation. 


Follow-Up Meetings 

A senior member of the management team should head each work 
group and be responsible for scheduling follow-up meetings, following 
the initial linkage analysis planning session that all members of the top 
management team attend, review sessions should be scheduled by indi¬ 
vidual managers to monitor the progress of the organization toward 
the implementation of the strategic vision. In this key part of the pro¬ 
cess, we determine the way in which the study results of the various 
work groups are to be coordinated and acted upon from a corporate 
perspective. Management must review, prioritize, and assess the oppor¬ 
tunities that the linkage analysis planning session identified based on an 
understanding of the findings of the various work groups. A business 
risk analysis must be done for each of these detailed plans using the re¬ 
sults of the technical and financial analyses. The results of these de¬ 
tailed analyses can then be used to further enhance the strategic action 
plan, thus improving the likelihood of its success. The process also pro¬ 
motes buy-in, ownership, and understanding on the part of the entire 
management team of the vision and the strategic action plan. 


Electronic Channel Support Systems 

One of the results of a linkage analysis planning session is that we begin 
to have a clear understanding of what the organization’s extended en¬ 
terprise really looks like and how it is likely to evolve. In summarizing 
the results of the planning session, it is important that we take a channel 
perspective. We must document the channel flows of the organization, 
including electronic channel support systems and people channels. A 
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channel perspective allows us to identify potential electronic channel 
support systems that will be required to achieve strategic advantage. 
Some of the questions that we might ask in this context are: 

■ Who is controlling and managing the channels? 

■ Who is working on the efficiencies of the channels? 

■ What are the significant characteristics of the channels, including rev¬ 
enue flow, information How, and negotiation flow (that is, terms and 
conditions of payment)? 

■ What are additional channel services that might be important? 

■ How might the channels change tomorrow? 

Klertronic channel support systems provide the tools by which we can 
quickly link organizations using information instead of through signif¬ 
icant capital investments. The overall competitiveness of the organiza¬ 
tion is a result of the efficiency and effectiveness of all the flows within 
the channels. These are governed to a large extent by the size of the 
envelope w r e are able to offer to our customers. The summary must in¬ 
clude information about how channel flows can be modified to improve 
our products and services. Potential electronic channel support systems 
should also be identified. We must evaluate what parts of the channel 
flows are currently part of the envelope today and how we might in the 
future improve these channels. We must attempt to identify the con¬ 
striction points in the flows where significant bottlenecks currently oc¬ 
cur. Identifying these constrictions will often help us to identify new op¬ 
portunities for achieving strategic advantage. 


Benefits of Linkage Analysis 
Planning 

An important advantage of the linkage analysis planning process is that 
it is highly visual, it is highly conceptual, and it can be done quickly. 
With a typical strategic planning session, the end result is a wall full of 
action items that no one can visualize or conceptualize. The key of the 
session is that it forces all the participants to focus on what will have a 
real strategic impact on the organization and on the industry as a whole 
instead of walls full of action items or questions to answer. Often only a 
few charts are needed to outline the vision or future direction of the 
organization. 
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The focus of linkage analysis planning is on 
issues that will help the organization achieve 
substantial and sustainable competitive advantage. 


The acid Lest of linkage analysis planning results is to ask the ques¬ 
tion: "Can we effectively articulate how our strategic plan will result in 
substantial and sustainable competitive advantage?” Forcing the man¬ 
agement team to apply their decision-making powers to identifying the 
truly strategic issues is key to achieving a shared vision and generating a 
sense of urgency. At any point, we can decide to back up and analyze 
some other function in a higher level chart and perform another de¬ 
tailed analysis on it. The breadth of coverage can he determined by the 
available time, management's ability to handle multiple projects, and the 
available funding. 

It is important to note that in order to be most effective, the linkage 
analysis planning process must be ongoing. Linkage analysis planning 
should not be viewed as a one-time event. The linkage analysis planning 
process should be directed at all levels of the organization, and all mem¬ 
bers of the management team should be taught to use the process. The 
goal should be to empower individuals at all levels in the organization 
with these new planning skills. This will help to create a new spirit and 
feeling f or challenge, enthusiasm, and success. The goal must be to re¬ 
vitalize the spirits and energies of the entire organization. This recom¬ 
mitment is vital to forming the new organization. 


Leadership Exercise 

Figure 10-10 shows a linkage chart that lists many ol the requirements 
for becoming a leader. A primary challenge lor a leafier is In success¬ 
fully achieve results in the most efficient and effective manner. Provid¬ 
ing a framework and a strategy for doing this is one of the objectives of 
linkage analysis planning. 

The highlighted box at the top of Figure 10-10 summarizes the be¬ 
ginning of the linkage analysis planning process: 


Visualize the interrelationships among the 
strategic forces that affect the organization. 
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Measure and Assess 
Progress in All 
internal and External 
Functions 


Restructure and Revitalize 
the Organization with a 
Recommitment of alt 
Members 


Implement the Vision 
by Leveraging 
Organization Skills 
and Resources 


Figure 10-10. Leadership level 1 linkage analysis chart. 


The boxes to the left and right in the chart are the steps that are in¬ 
volved in implementing the vision. The boxes on the left are related to 
management implementation of the vision, and the boxes on the right 
are related to choosing appropriate organizational structures for the 
1990s. 

The highlighted box at the bottom summarizes the end result of the 
linkage analysis planning process: 


Restructure and revitalize the organization 
with a recommitment of all members. 


You can use the leadership chart in a personal linkage analysis plan¬ 
ning exercise to clarify your own role as a leader. The chart shows the 
interrelationships between the key issues and requirements for leader¬ 
ship. It provides a top-down, global view of the characteristics of lead- 
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ership. Any of the functions on the chart can be analyzed in more detail 
using the techniques of linkage analysis planning. Conducting tins ex¬ 
ercise helps to review the importance, tradeoffs, interdependencies, and 
relationships among the factors on the chart. In looking at a level I link¬ 
age chan, we sometimes find that everything initially looks important; 
but, as we have stated earlier, the finite amount of resources of lime, 
people, and money that are available does not allow us to locus on all 
the factors. We must be able to implement a plan that addresses the crit¬ 
ical items first, and then follow that with additional enhancements. 
Identifying the few critical elements is not easy, but it must be done. In 
analyzing the level 1 linkage chart for leadership, try to identify wlial 
are the one or two major boxes that represent the steps that you will 
analyze in detail. By working through this process, you will get a better 
understanding of the issues that are associated with choosing the most 
important factor on a linkage chart. 

In performing a level 2 analysis for one of the factors on the level I 
chart, you will probably end up with a chart having a great many boxes. 
You should then attempt to determine which of those factors are most 
important to your becoming and remaining a successful leader. This 
then identifies the critical factors for a level 3 analysis. 

At this level of detail, you will probably find that you are now in a 
position to identify specific tasks and develop action plans. This is 
where you begin to conceptualize your vision of leadership. After you 
have completed this step, you will be able to document your own per¬ 
sonal vision and strategic action plan. 


Conclusion 

This short, simple exercise can be extremely valuable in assessing your 
own goals, abilities, and plans for management. It will also go a long 
way toward acquainting you with the power and flexibility of linkage 
analysis planning. Working through this exercise will help to prepare 
you for the next two chapters. The leadership linkage chart in Figure 
10-10 is used as a tool to structure the material in Chapters I l and 12. 
Chapter 11 on actualizing the vuiozi concerns the management imple¬ 
mentation steps listed in the boxes along the lelt side. Chapter 12 on 
building the new organization addresses the organizational planning is¬ 
sues on the right. 
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Actualizing 
the Vision 


Introduction 

The previous chapters were directed toward enabling the management 
team to form a strategic vision by attaining a new mindset lor the fu¬ 
ture; analyzing the waves of innovation, experience curves, and indus¬ 
try power relationships; and creating a new view of the organization— 
all in the context of' linkage analysis planning. In this chapter, we 
discuss techniques that are useful for actualizing the vision. As we 
pointed out in the introduction to Part 3, substantial and sustainable 
strategic advantage can be actually achieved only at the bottom of the 
innovation arrow, where the vision is placed into day-to-day operation 
and when operating results occur. Visions, strategics, and tactical plans 
are of little value if no results materialize. The main message of this 
chapter is that once you determine what it is you want to do, you must 
find ways of actually doing it. 


Restructure and Revitalize the 
Organization with a 
Recommitment of All 
Members 

The main thrust oflhis chapter is summarized hy the box at the bottom 
of the leadership chart in Chapter 10 that emphasizes the end result of 
the linkage analysis planning process. (See Figure 10-10.) The steps in 
the process of achieving strategic advantage are summarized by the 
boxes on the lefthand side of the leadership than in Figure 10-10. 
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Here, we look at the organization and determine the steps that are 
needed to huild the management process for implementing the vision: 


* Develop an effective management culture. 

* Manage the gaps between vision and day-to-day operations. 

* Inspire buy-in and ownership of the vision, 

* Drive the vision into the day-to-day operations of the organiza¬ 
tion. 

* Measure and assess progress in all internal and external func¬ 
tions. 


Making the Vision Happen 

This chapter focuses on taking the necessary steps to ensure that the 
vision top management has formulated makes its way all the way 
down the innovation arrow into the day-to-day operations of the or¬ 
ganization. Top management can use the techniques of linkage anal¬ 
ysis planning, descrihed in the first 10 chapters of this book, to for¬ 
mulate a vision and to develop the strategies that will be required to 
achieve that vision. But we must then be able to communicate and 
share this vision throughout the organization. And, what is even 
more important, middle management must be empowered with the 
requisite skills for performing the tactical planning that is required to 
accomplish the implementation tasks. We must then provide opera¬ 
tional management with the necessary skills to put into place and sus¬ 
tain the required changes on a day-to-day basis. Substantial and sus- 
tainahle advantage can be achieved only through effective execution 
of all the steps in the innovation arrow. 

Two examples will help to illustrate the difficulties that arc associated 
with crossing over from the vision and strategy phases of the innovation 
arrow to the implementation and operations steps. 


Large Wholesale Company 

In discussing strategic planning with the president of a large wholesale 
company, it became clear that he knew that he had to structurally 
change the company to move it from a vision that was appropriate for 
the 1960s and 1970s to one that would be effective in the 1990s. He was 
going to have to make some fundamental decisions about what the com¬ 
pany was going to be in the 1990s. Questions arose, such as: “Are wc a 
wholesaler?" “Or are we a retailer?” His company had been primarily a 
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wholesale]- in the past, but because of the changing environment, he 
had recently determined that success in the future would require that it 
become a consumer-sensitive retailer. This meant that the organization 
would have to begin establishing links out to the individual stores, and 
to the customers of those stores, in order to understand their needs, 
['his is not a function that is traditionally associated with a wholesaler. 
Major concerns for the company had always been inventory turnover, 
on-time delivery, lowest price, and rate of customer order fulfillment— 
all traditional wholesaler concerns with the retail store as the customer. 
To survive in the 1990s, the president realized that there would now be 
a critical need for a consumer focus directed at understanding the retail 
store operations and determining what services and products the end 
consumer demanded. The rules had changed, and he and his managers 
were having difficulty in discovering what the new rules were. The suc¬ 
cess of his operation in the future would now be tied directly to the suc¬ 
cess of his c ustomers—the retail stores. But, his management team knew 
little about what would make the retail stores successful or even what 
products and services consumers might want in the 1990s. The presi¬ 
dents vision had changed from that of success as a wholesaler to success 
as a retailer. 

The president realized that he needed to communicate and share this 
new vision with the organization. He realized that he needed to achieve 
buy-in from the organization and enahlc them to visualize the new chal¬ 
lenges. In the final analysis, the president realized that a complete cul¬ 
ture change was required in order to begin doing business in a new way. 
The first issue that arose was how top management could communicate 
this new vision to people in the organization who had been thinking 
“wholesale” for 30 or 40 years. These people were simply not concerned 
with what happened after the product went out to the retail store. 


Travel Company 

The president of a large travel company had developed a vision for the 
use of technology within his organization. However, he was left search¬ 
ing for a vehicle to communicate and share this new vision and was 
struggling with the challenge of gaining organization buy-in and com¬ 
mitment. He could point out to his management team what others were 
doing with technology, such as American Airlines, but he was not satis¬ 
fied with the responses that he was receiving to his questions regarding 
technology. This company president was not able to crystallize his vision 
and had no process for developing an effective strategic plan. He was 
left with the frustrating task of trying to empower his organization, but 
without an effective vehicle for doing so. 
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Conclusions 

In both of these examples, there was a significant requirement for 
change, and the top decision maker clearly perceived a need lor 
change. Long-term survival in both cases depended on the ability of the 
organizations to restructure and revitalize their operations. In each 
case, the president had a vision of change, hut it had not been concep¬ 
tualized or developed into an explicit strategy. Therefore, they were not 
able to explain the vision to the next layer of management, who would 
have to devise the required strategies for implementing the vision. The 
presidents of these two companies each had an intuitive feeling that 
they had to do something, hut they were not ahle to determine die steps 
that were required to actualize their visions. They lacked a vehicle for 
describing their visions of the organization, other than (min the tradi¬ 
tional viewpoint of the enterprise. They were searching for a way of 
conceptualizing the extended enterprise in order to determine what 
role they were going to play. The authors have worked with main ex¬ 
ecutives in business, education, and government who have lelt these 
frustrations and have found it difficult to move their organizations to¬ 
ward actualizing a new vision. 

In the case of the wholesaler, the president was able to address this 
problem by working with the top management team to form a new vi¬ 
sion of the organization’s extended enterprise—one that was predicated 
on consumer-sensitive marketing and win-win relationships among all 
members of the extended enterprise. This new vision of the organiza¬ 
tion coincided with a need to move decision making down to lower lev¬ 
els within the organization, thereby enabling the organization to be 
more flexible and responsive. The president was able to use many of the 
concepts discussed in this book by having his managers conduct their 
own linkage analysis planning sessions focused on implementing their 
part of the organization’s new extended enterprise retailer vision. This 
enabled his managers at all levels in the organization to see the need for 
change as well as to assess the required tradeoffs. Bold steps were 
needed. And in this case, bold steps were taken. This organization is 
well on its way to becoming a formidable competitor in the 1990s. In the 
case of the travel company, its top management, at the time of w riting, 
is still struggling with these problems and has changed management in 
many key areas in trying to clearly identify the changes that will he re¬ 
quired to effectively compete in the coming leisure industry of the 
1990s. 

In both of the preceding examples, the top decision makers recog¬ 
nized that something had to be done. But how many companies and 
how many executives do not even perceive a need for change? In many 
organizations, executives are so busy constantly reacting that they 
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haven't the time to think about anything long term. Too many organi¬ 
zations tan only imitate or emulate their rivals. They make constant in¬ 
cremental adjustments but do not create real strategic advantage. The 
most successful organizations are those that cause meaningful change 
by pushing the nature of competition in the right direction—their di¬ 
rection. 

The remainder of this chapter focuses on actualizing the vision for 
change that the techniques of linkage analysis planning can help you to 
identify. We will discuss in turn each of the steps described in the boxes 
on the lefthand side of the leadership chart in Figure 10-10. 


Step 1: Develop an Effective 
Management Culture 

The first step in actualizing the vision is to ensure that the organization 
has an effective management culture that is compatible with the inno¬ 
vation and change that will be required in the 1990s. Rosabeth Moss 
Kanter has made the following observations about change and innova¬ 
tion in the United States: 

It is one of the more anomalous features of American corporate life 
that even when a few hardy internal entrepreneurs succeed in pro¬ 
ducing innovation, officials in the company may not know what to 
do with it, or even know about it. Companies that are set in their 
ways often ignore small advances that can mushroom into larger 
ones. 1 

Examples of this in American business are not hard to find, nor are 
detailed analyses and in-depth studies of the results of it. Everyone talks 
about why things are not changing, but no one provides insight into 
how to make things move in the right direction. Explanations for this 
lack of corporate innovative spirit runs the gamut from short-term fi¬ 
nancial constraints to the lack of a national policy for the U.S. education 
system. A great many factors play a role in inhibiting change and inno¬ 
vation. The challenges are becoming too complex and diverse for per¬ 
sonal leadership alone to overcome. We need to drive the spirit and 
feeling for innovation down to the very core of the organization. This 
requires a management culture that complements vision and leader¬ 
ship. The mere fact that the top management of an organization desires 
change is not enough. As noted in the two scenarios that began this 
chapter, even executive awareness and commitment to change will not 
alone cause it to happen. Kanter describes some reasons for this and 
highlights the frustration and confusion that managers at all levels feel: 
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The mad rush to improve performance and to pursue excellence has 
multiplied the number of demands on executives and managers. 
These demands come from every part of business and personal life, 
and they increasingly seem incompatible and impossible: 

■ Think strategically and invest in the future—but keep the 
numbers up today, 

■ Be entrepreneurial and Lake risks—but do not cost the busi¬ 
ness anything by failing, 

■ Continue to do everything you are currently doing even bet¬ 
ter—arrd spend more lime communicating with employees, 
serving on teams and launching new projects, 

■ Know every detail of your business—but delegate more re¬ 
sponsibility to others, 

■ Become passionately dedicated to "visions” and fanatically 
committed to carrying them out—but be flexible, responsive, 
and able to change direction quickly, 

■ Speak up, be a leader, set the direction—but be participative, 
listen well, cooperate. 

■ Throw yourself wholeheartedly into the entrepreneurial 
game and the long hours it takes—and stay fit. 

■ Succeed, succeed, succeed—-and raise terrific children. 

Corporations, loo, face escalating and seemingly incompatible 
demands: 

■ Get “lean and mean” through restructuring—while being a 
great company to work lor and offering employee-centered 
policies, such as job security. 

■ Encourage creativity and innovation to take you in new direc¬ 
tions—and “stick to your knitting.” 

■ Communicate a sense of urgency and push for faster execu¬ 
tion, faster results—but take more time to deliberately plan 
for the future, 

■ Decentralize to delegate profit and planning responsibilities to 
small, autonomous business units. But centralize to capture 
efficiencies and combine resources in innovative ways. 

By now, most major companies have launched some sort of self- 
improvement program—their excellence program or their quality 
program or tbeir entrepreneurship and innovation program. Now 
they are beyond the exciting (and easy) inspirational, rhetorical, 
philosophical stage. They are facing tough questions such as: Who 
has the power to start or block innovations? Who gets the financial 
returns? Some companies are stumbling over the roadblocks to per¬ 
fection, the backlash, the resistance, the cynicism, and the sheer fa¬ 
tigue of raking on so much change." 
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Business, government, and education have too long focused on the 
end result of providing today’s products and services instead of on the 
environment in which we create them. Drastic changes are occurring in 
the products and services that will be required in the future, and drastic 
changes will be required in the organizations that create them. Lessons 
can be learned from the joint American-Japanese manufacturing part¬ 
nerships in American automotive manufacturing and the spirit of new 
young industry challengers like Walmart, The leaders of the 1990s will 
have to go beyond the management practices of the 1970s and 1980s. 
What is required to incorporate change into the fahric of business will 
be a rebirth in the culture of the organization—a rebirth in the defini¬ 
tion, meaning, and enabling of the organization’s culture. 


Components of a Culture 

What do we mean by the culture of an organization? We feel that an 
organization’s culture has two important components; both are 
required: 

■ Spirit and feeling. The first component of an organization’s culture 
is the spirit or feeling of the organization and its people. An organi¬ 
zation that has a high level of spirit and feeling often also has a high 
degree of teamwork and innovative enthusiasm. In such an organiza¬ 
tion, it is relatively easy to establish buy-in and ownership of the vision 
and to foster a sense of commitment and urgency once an appropri¬ 
ate vision has been identified and articulated. 

■ Structure and framework. The second component of culture focuses 
on the structure and framework of the organization, helps to organize 
the important issues, and ensures that we focus on the relevant vari¬ 
ables. An effective structure and framework will not, however, pro¬ 
vide the necessary answers. The answers we are looking for result 
from a creative process or act. But an appropriate framework and 
structure can ensure that everyone has the same vision and under¬ 
stands their role in materializing the vision. Without such a frame¬ 
work, even good people will become ineffective; the dynamics of 
change and technology will be too great for them to overcome. 

We must concentrate on both components of culture if we are to be 
successful in developing a work climate that fosters innovation and 
change. Too many organizations are focusing only on spirit and feel¬ 
ing and are looking only at human resource issues and promoting 
employee moral. Attempts to enhance spirit and feeling will not pro- 
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duce desired results without putting an appropriate structure and 
framework into place. 


Tools for Developing an 
Effective Culture 

In order to think and act strategically, leaders need to share the process 
described in this book across all the elements in the extended enter¬ 
prise, both internal and external. Top management can use the lenses 
and mindset images presented in Parts 1 and 2 to help in establishing 
the culture that is required to manage the gap hetween vision and im¬ 
plementation. We might begin by reviewing with the Lop management 
team the key messages contained in the waves of innovation. The waves 
of innovation help us to examine how the technology and the environ¬ 
ment are changing and what these changes mean in our environment. 
This helps us to see how these changes affect the current and future 
direction of the organization and its role in the industry. When we un¬ 
derstand the waves of innovation, we can begin looking at how we can 
exploit new experience curves. 

As we have already pointed out, organizations in the 1990s will have 
to cope with rapid and continual change and will need leaders who are 
capable of forming visions that look 5 or more years into the future. 
Figure 11-1 shows a series of rapidly evolving experience curves. We 
can often best achieve strategic advantage by introducing a series of ex¬ 
perience curves, each one building on the previous ones. In other 



Figure 11-1. Achieving a vision requires implementing a set of 
rapidly evolving experience curves with each new one building on 
the others. 
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words, our vision should be that of a journey and not a one-time event. 
The vision and the strategic action plan need to be attuned to both the 
long-term and short-term introduction of new experience curves. The 
challenge becomes very complex for an organization on the receiving 
end of a set of rapidly succeeding experience curves. An organization 
on the receiving end does not perceive the total vision and can only re¬ 
spond to each new change and each new threat one at a time with little 
lead time. 

The challenge for the management team in this environment of con¬ 
stant change and innovation is to provide everyone in the organization 
with the tools that are needed to implement the new experience curves 
that will be required. In the past, recommitment of the team to a radical 
change often took place only once every 5 to 10 years, or even longer. 
In today’s world, continual change driven by innovation will be a way of 
life. This new world will prove frustrating unless we can prepare and 
enable the management team to deal with this new environment. Cop¬ 
ing with an environment characterized by change and innovation neces¬ 
sitates that we empower individuals at all levels to formulate visions, 
predict changes, and formulate action plans for implementation. We 
must also give them the tools they need for mastering change rather 
than being driven by it. 

Once we have looked at the experience curves for an industry and 
examined the use of technology, we can begin to understand how we 
can exploit it. We can then begirt to examine our role in the industry 
and identify the changes that are occurring in industry power relation¬ 
ships. We must ask where are we going and what is going to happen. 
Such an analysis can be used to validate the experience curves we have 
identified. This will help us to begin building a new view of our ex¬ 
tended enterprise. When we understand our extended enterprise and 
determine what role we are going to play—owner or member—then we 
can begin to start visualizing the electronic channels that will be re¬ 
quired to operate effectively in the extended enterprise environment. 

Once the top management team has used the tools wc have been dis¬ 
cussing to formulate a vision, they must then communicate the vision 
down to the next level of management. The mindsets discussed in Part 
2, and especially in Chapter 8, are useful in communicating the vision. 
These new mindsets are what the individual managers should work 
with. Lower-level managers should not be concentrating on the high- 
level tasks of constructing the extended enterprise or on defining the 
role of the organization in the industry. Individual managers should fo¬ 
cus on the key messages of the new mindsets: looking for new enve¬ 
lopes, expanding the size of the pie, analyzing the information compo- 
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nent, and restructuring the channels. An effective organizational 
culture is indispensable in communicating the vision and the strategic 
action downward. A high degree of spirit and feeling helps to establish 
a sense of urgency and promotes buy-in and ownership of the plan, 
And top management must surround these mindset messages with an 
appropriate structure and f ramework so that everyone interprets the vi¬ 
sion and the strategic action plan in an appropriate manner, fop man¬ 
agement also gives direction with respect to setting priorities and allo¬ 
cating resources of money, people, and management time. 


Step 2: Manage the Gaps 
between Vision and 
Day-to-Day Operations 

As we saw in Chapter 1, formulating a vision and developing an effec¬ 
tive strategic action plan often requires highly intuitive thought pro¬ 
cesses that cannot be subjected to formal analysis and proof. At some 
point in the planning process, we must cross over from these highly in¬ 
tuitive thought processes to thought processes that must he very logical, 
left-brain, detail oriented to ensure implementation. The gap between 
the vision and strategy phases of the innovation arrow and the imple¬ 
mentation and operations phases that we introduced in Chapter I is 
again illustrated in Figure 11-2. 



Figure 11-2. There is a gap between the vision/strategy phases and the 
implementation/operations phases of the innovation arrow. 
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As we discussed in step 1, it is an important goal to create a culture in 
the organization that will ensure that the unstructured, executive 
decision-making processes that look 5 to 7 years out are converted into 
more structured forms of decision making as we move down the inno¬ 
vation arrow. This makes it possible for middle and operational man¬ 
agement to be able to deal with the parts of the vision that concern their 
own individual spheres of influence. For each individual part of the 
strategy, someone must now analyze it, determine the systems and pro¬ 
cedures that are needed to implement it, determine costs, analyze ben¬ 
efits, conduct market analyses, and perform other essential functions 
that are required for implementation and for day-to-day operations. 

Figure ) 1-3 illustrates how the tactics function in the innovation ar¬ 
row is the key in bridging the gap between the vision and strategy team 
and the implementation and operations team. There is a similar gap be¬ 
tween any pair of phases in the innovation arrow. Although we have 
been using the term bridging the gap to illustrate the process of moving 
down the innovation arrow toward implementation and day-to-day op¬ 
erations, the real goal should be toward managing the gaps and not sim¬ 
ply jumping over them. With the decoupling, downsizing, and restruc¬ 
turing that is occurring in the business environment, managing the gaps 
will hecome increasingly challenging, Management must now continu¬ 
ally focus on ensuring that the gaps between each phase are of the ap¬ 
propriate width, If the gaps become too wide, the various levels of man¬ 
agement and the key functions in the organization will not work 
together effectively to reach a common goal. If the gaps hecome too 
small, there will be little or no distinction between the functions and re¬ 
sponsibilities of the various levels of management. 'I'he challenge will he 
to manage to the appropriate width of the gaps. The gaps cannot be 
eliminated. They will always be there because individuals at different 



Figure 11-3. Tactics bridges the gap between the vision/strategy team 
and the implementation/operations teams. 
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levels of management have different functions, time frames, personal 
ambitions, levels of dedication to the organization, and levels of people 
skills and other capabilities. 


Step 3: Inspire Buy-In and 
Ownership of the Vision 

The next step is to effectively communicate the vision to all levels of the 
organization and to empower individuals at all levels in the organization 
with the skills they need to think and act strategically. By doing this, we 
promote a sense of buy-in and ownership of the vision. If individual 
managers do not buy-in to the vision and feel that they have a real stake 
in making the strategic action plan happen, the organization cannot 
achieve its goals and objectives. Many organizations are making signifi¬ 
cant structural changes by downsizing and streamlining their organiza¬ 
tions. Many are also pushing the decision-making process down to the 
tactics and implementation levels. In many cases, this is useful and nec¬ 
essary. However these same organizations often do not focus on train¬ 
ing and enabling the management teams at those levels to be able to 
perform the required tasks and to think and act strategically. This train¬ 
ing may be even more important than formulating the vision itself. In 
some organizations, very little is being done to ensure that an adequate 
level of focus is being applied to preparing the future leaders of the or¬ 
ganization. Many organizations are eliminating positions that were pre¬ 
viously used for developing future leaders, thus reducing the number 
of candidates for future leadership positions. Peter Drucker points out 
that lessons can be learned from the German gruppe, in which decen¬ 
tralized units are set up as separate companies, each having its own top 
management team. These subsidiaries are somewhat like the farm 
teams of a major-league baseball team. Within these decentralized units, 
the future leaders of the company get the experience they need to later 
assume top management positions in the main company. As many of 
America’s organizations downsize and create smaller autonomous units, 
how are we going to provide new captains with the skills they need to 
run their ships? Each ship turns at a different speed, but we must be 
able to turn the fleet without creating chaos. We need a common vision. 
Within large organizations, the synergistic effect of all the individual 
functions is key to the performance of the organization as a whole. The 
individual captains need to have a feeling for the vision as a whole and 
must also have a clear understanding of their roles with respect to mak¬ 
ing the vision happen. We must then provide them with the skills they 
need to think and act strategically. 
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To do this, we must carry the linkage analysis planning process down 
to each level of management in the organization. Individuals at all levels 
can use these techniques to analyze and structure their own pieces of 
the organization. As managers at various levels in the organization be¬ 
gin to analyze the linkages that exist in their own operations, external as 
well as internal, they will be better able to execute their own roles in 
helping the organization achieve the vision. If the top management 
team does not provide lower level management with appropriate re¬ 
sponsibilities and the required tools and skills, they will perceive the 
statement of vision and the strategic action plan only as a set of march¬ 
ing orders. When the strategic action plan it perceived as a set of orders, 
managers will not do the necessary strategic thinking and make the re¬ 
quired in-flight changes that are required for the organization to achieve 
its stated goals and objectives. 

Traditional planning techniques call for the leader to define the tar¬ 
get and give guidelines for reaching it—go from point A to point B and 
avoid the land mines. But the target is often not static; it moves and 
changes its shape, color, and size. How can the implementation team 
make the necessary in-flight adjustments if they do not fully understand 
the vision behind the requirement for traveling to point B and the as¬ 
sumptions and tradeoffs that had to be made? If individual managers 
do not personally take ownership of the vision, then what is the likeli¬ 
hood of them having the political courage to put their hand up and tell 
top management that the target is moving? The organization often ends 
up missing the market a day late and a dollar short. 


Step 4: Drive the Vision into 
the Day-to*Day Operations of 
the Organization 

As we have seen, top management must have a detailed strategic ac¬ 
tion plan that lists all the steps that will be required in implementing 
the vision and placing it into day-to-day operation. But a top man¬ 
agement team cannot create this detailed plan alone. Top manage¬ 
ment must formulate the vision and must establish an environment in 
which lower-level management develops the detailed strategic plans. 
I'he detailed plans must show how the organization will make the 
transition from people that are focusing on vision and long-range 
strategic plans to people whose focus is day-to-day. As we have dis¬ 
cussed, there are fundamental differences between the thought pro¬ 
cesses that are involved at the top of the innovation arrow, where 
people must he creative, right-brain-oriented visionaries, and those 
that are involved at the bottom, where the thinking must be more 
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Figure 11 - 4 . Each phase of the innovation arrow is associated with a different level of man¬ 
agement and has a different time-frame focus. 


logical, left-brain-oriented, and focused on innovative implementa¬ 
tion. The implementors must be able to appropriately interpret the 
strategic plans that top management creates. The focus must be on 
taking plans that might appear to the implementors as "blue sky” and 
converting these plans into strategic action. 

Figure 1 1-4 shows that each part of the innovation arrow is associated 
with a different group of individuals. Fach person in the organization— 
top executive, divisional manager, middle manager, or operational 
manager—is responsible tor different elements in the innovation arrow. 
Each function also has a different lime frame associated with it and a 
different management orientation. The further up we go on the arrow', 
the further out these individuals must look, and the more important it is 
that the gaps that exist between the dif ferent elements of the innovation 
arrow be continually managed. 


Vision 

The formulation of the executive vision is the responsibility of the CEO 
and those few senior executives and functional managers who are re¬ 
sponsible for setting policy for the organization as a whole. These exec¬ 
utives are responsible for looking at least 5 to 7 years out to formulate 
the executive vision. The bottom line for the top management of the 
organization is to formulate a vision that will enable the organization's 
extended enterprise to gain substantial and sustainable strategic advan¬ 
tage in the marketplace. Functions that top management performs in 
formulating this vision include: 
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■ Analyzing economic issues 

■ Identifying key market Forces 

■ Setting a global marketing direction 

■ Establishing an effective corporate culture 

■ Designing an appropriate corporate infrastructure 

■ Continually positioning the organization for increased effectiveness 
and growth 


Strategy 

The strategy function in the innovation arrow is the primary responsi¬ 
bility of divisional and functional executives and the key staff memhers 
who are responsible for major parts of the organization. These individ¬ 
uals are responsible for looking 2 to 5 years into the future to develop 
the strategic plans that will be necessary to achieve the vision that was 
formulated at the top. The functions these executives perform in devel¬ 
oping effective strategies include: 

■ Identifying new markets 

■ Creating new envelopes of products and services 

■ Designing new organizational structures 

■ Identifying and developing new technologies or new uses of technol¬ 
ogy 

■ Guiding research and development 


Tactics 

The tactics function of the innovation arrow is the responsibility of the 
middle management of the organization. These managers typically have 
a 1- to 2-year planning horizon and are responsible for developing de¬ 
tailed tactics that will be necessary to implement the strategic plans. The 
functions that middle managers typically perform in developing tactical 
plans include: 

■ Developing individual tactical plans 

■ Designing detailed marketing strategies 

■ Developing new products and services 
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■ Managing financial resources 

■ Planning for efficient resource utilization 


Implementation 

The implementation function of the innovation arrow is the responsi¬ 
bility of project managers and key staff members who work for the suc¬ 
cessful completion of individual pieces of the strategic plan. These in¬ 
dividuals may work under the supervision of top management sponsors 
who are interested in various functions. The implementors typically 
work on individual projects that last from six months to a year or more, 
The functions that are associated with the implementation of tactical 
plans include: 

■ Developing individual, detailed implementation plans 

■ Establishing marketing objectives 

■ Identifying customer requirements 

■ Measuring progress according to plans 

■ Setting professional development objectives 

■ Successfully completing projects 


Operations 

The operations function of the innovation arrow is the primary respon¬ 
sibility of operational managers who arc involved in the day-to-day run¬ 
ning of tbe organization. Operational managers normally have a day- 
to-day planning horizon and are responsible for handling the operating 
functions of the organization. These might include: 

■ Sales 

■ Advertising 

■ Manufacturing 

■ Distribution 

■ Administration 

■ Research and development 

It is a primary responsibility of the top management team to ensure 
that assignments are made so that each level of management is focused 
on tasks appropriate to that level and is operating using an appropriate 
time frame. 
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Step 5: Measure and Assess 
Progress in All Internal and 
External Functions 

Alter developing detailed plans, the organization must realize that a key 
responsibility of the management team is to effectively measure the 
progress that the organization is making in achieving the vision. If we 
cannot identify who is responsible for achieving a given goal or accom¬ 
plishing a given task, then no one can be held accountable, and it will be 
impossible for the organization to assess whether it is going forward. 
Without adequate measurement, it is unlikely that a given goal will ever 
be accomplished. The day-to-day responsibility for running the organi¬ 
zation rests with middle and operational management. We must first 
ensure that they understand their responsibilities and that their under¬ 
standing is ctjnsistent with the vision of top management. But we must 
also be able to measure progress at all levels of management to see if 
progress is being made and that the progress is consistent with the vi¬ 
sion. A key part of this measurement is “testing for echos.’’ Do the ef¬ 
forts of middle and lower management reflect the vision that has been 
formulated at the top? Or are the results that are actually being 
achieved inconsistent with that vision? 

W'e must also develop for eacb phase of the innovation arrow a mea¬ 
surement system that we can use to review the progress that each indi¬ 
vidual is making toward achieving the vision. Management at all levels 
must be evaluated on their ability to define, develop, and execute the 
activities that are defined in the strategic plans that the organization has 
jointly developed. Figure 11-5 shows how the bottom phases of the in¬ 
novation are oriented toward the current view of the organization and 
the top phases representing/u/ure requirements. We must measure and 
assess progress toward achieving the vision differently with respect to 
these two viewpoints. 


Current Requirements 

When looking at the current organization at the lower levels of the in¬ 
novation arrow, measurement systems can take a traditional focus. Key 
questions that we might ask of middle and lower management with re¬ 
spect to the current view are: 

■ Are the current divisions and departments executing efficiently and 
effectively? 

■ Are we maintaining market share? 

■ Are we providing quality products and services? 
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Figure 11-5. The phases of the innovation arrow can be divided be¬ 
tween phases that focus on current requirements and phases that focus 
on future requirements. 


■ Are we meeting performance requirements? 

■ Are budgets and forecasts accurate? 

This part of the management review process is similar to what hap¬ 
pens today in most organizations. The nature of the questions that we 
ask here and the replies that can be expected will he different depend¬ 
ing on the level of management and the importance of the operation or 
function to the business. The measurement systems at these levels most 
often take the form of numhers analyses that are objective and easy to 
measure. 


Future Requirements 

The measurement systems that are necessary in the top phases of the 
innovation arrow are much more difficult to define. They must be ori¬ 
ented to measuring the progress ofreaching objectives that are 3 to 5 
years and 5 to 7 years in the future. Some questions that might be ap¬ 
propriate at this level are: 

■ What are the requirements in the market over these time frames? 

■ What are the requirements in the organization to meet these future 
market changes? 
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■ Is the management team in place or will future changes be required? 

■ Does the management team focus have to change? 

■ Do some of the capital investments for the organization change? 

At the top levels of the organization, each member of the management 
team must be evaluated on his or her ability to articulate future require¬ 
ments and to develop and execute the plans that are required for success. 
We must develop measurement tools that enable top management to pin¬ 
point responsibilities and assess the actions of the management team. A 
key to the process is that each member of the management team must be 
able to explain his or her views to top management concerning product 
and ser vice requirements, revenue and business performance, and educa¬ 
tion and tr aining requirements. They must then be measured on their abil-' 
its to define the present and future environment and on their understand¬ 
ing of what changes at e necessary in order to get there. The measurement 
svstcins that are needed at the top of the innovation arrow are much more 
subjective than those that work in the lower-level phases. 

Rather than just looking at quality, pricing, and service, the manage¬ 
ment team must be evaluated on its ability to look at the future as a 
place to do business, to understand the vision that top management has 
formulated, and to make necessary in-flight changes that are required 
as technology or market forces change. This way of looking at the or¬ 
ganization is going to be a requirement for the 1990s. Most companies 
concentrate only in the bottom phases of the innovation chart and are 
looking only at current year numbers and finances rather than trying to 
understand future requirements. 

fop management must also begin to look differently at the bottom 
phases in the innovation arrow because of the new capabilities of 
information/knowledgc systems. As Peter Drucker has pointed out: 

So far most computer users still use the new technology only to do 
faster what they have always done before, crunch conventional num¬ 
bers. But as soon as a company takes the first tentative steps from 
data to information, its decision processes, management structure, 
and even the way its work gets done begin to be transformed. 3 


Conclusion 

Once we have followed the five steps described in this chapter, top man¬ 
agement of the organization can begin to modify the structure of the 
organization, institute far-reaching policy changes, and begin to achieve 
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greater degrees of teamwork. But these types of changes are not easy to 
achieve. As Kanter stated: “Now they are beyond the exciting (and easy) 
inspirational/rhetorical/philosophical stage ..." 4 

Today’s traditional solutions of downsizing, decentralizing, and re¬ 
structuring the organization are temporary financial actions with no 
long-term effect. If the transformation of the organization takes place 
and the transformation of the management team does not, then the fol¬ 
lowing paraphrase of Parkinson’s law and its two corollaries will con¬ 
tinue to have devastating effects on the organization: 

Work expands so as to fill the time available for its completion 

■ An official wants to multiply subordinates, not rivals. 

■ Officials make work for each other/ 1 

The important questions that top management must ask are: 

■ Does the management team have the ability to execute in the upper 
part of the innovation arrow as well as the lower section? 

■ Are the messages and actions consistent on both levels? 

■ Docs everyone on the organization understand the vision? 

■ Have we empowered the entire management team to execute the stra¬ 
tegic action plan? 

This chapter on actualizing the vision has dealt with the complex is¬ 
sues of converting a vision into a strategy, a strategy into a plan, and 
then implementing the various steps of the plan and moving them into 
the day-to-day operations of the organization. We identified the dif fer¬ 
ent roles of various levels of management in actualizing the vision. We 
also discussed the need for changing the corporate culture to enable the 
organization to no longer simply bridge the gaps between the various 
levels of management but instead to actively manage the gaps. We then 
saw that the vision of top management will be actualized only if we de¬ 
velop a measurement system tbat can monitor progress of all members 
of the management team. 

Our intent in tbis chapter was to highlight what is required lor actu¬ 
alizing the vision. In actual practice, in-depth study, analysis, and dis¬ 
cussion of the important topics introduced in this chapter are required 
for an organization to succeed in the 1990s. Creating the right culture 
for the organization is difficult. It will not be easy to create and main¬ 
tain an appropriate “spirit and feeling” in the organization and to con¬ 
tinually reassess and modify the “structure and framework" in order to 
make the vision happen. 
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12 

Building the New 
Organization 


Introduction 

In Chapter 12 we summarize and tie together the major points covered 
in each of the preceding chapters. This chapter also looks at building 
the new organization, How must we restructure organizational relation¬ 
ships? What technology and what electronic channels must we use? 
What will the new organization look like? How can we visualize the ex¬ 
tended enterprise and then start to construct it? What partnerships and 
alliances must we form? What ahout global competitors, niche markets, 
and changing power relationships? How do we expand our view heyond 
the extended enterprise structures of today? 

The key to success in the 1990s is perceiving what is important, focusing 
the organization’s knowledge and other resources, and energizing the or¬ 
ganization to achieve results. To guarantee success, leaders must live the 
vision and be a part of making it happen. In the title to this book we sug¬ 
gested that the management team has three choices: supremacy, survival, 
or sayonara. Its there really any choice but the first? 

In this chapter, we revisit again the leadership chart from Chapter 
10. (See Figure 10-10.) 

Visualizing Interrelationships 
Among the Strategic Forces 
That Affect the Organization 

I'he box at the top of the chart, which represents the beginning of the 
linkage analysis planning process, summarizes the thrust of this final 
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chapter. The functions in the boxes on the right-hand side of the lead¬ 
ership linkage chart are the functions associated with innovation and or¬ 
ganizational planning: 


■ Develop a view of the new organization. 

1 Foster innovation by enabling key organizational relationships. 

■ Select innovative projects that increase organizational effective¬ 
ness. 

■ Implement the vision by leveraging organizational skills and re* 
sources. 


Before we begin looking at the four steps listed above, we first discuss 
the nature of innovation to see why it is often so difficult to achieve. 


Paradigm for Innovation—An 
Oxymoron 

The term paradigm is now often seen in management literature, with 
the point typically being that we must search for ‘‘new management par¬ 
adigms” that foster innovation and change. Why do we consider' “para¬ 
digm for innovation” an oxymoron? Lei us turn to Webster: 

■ Paradigm. A pattern, example, or model. 

■ Innovation. The act or process of innovating, something newly in¬ 
troduced; new method, custom. 

■ Oxymoron. A figure of speech in which contradictory ideas or terms 
are combined. 

To us, staying within an existing paradigm implies evolution and in¬ 
cremental change; true innovation implies revolution and fundamental 
change. We must step completely out of any existing paradigms. This 
requires a clean sheet of paper on which to begin visualizing the impor¬ 
tant linkages. Organizations that search for existing paradigms for un¬ 
derstanding the changes that are occurring in the global marketplace 
may completely miss radical shifts in the environment. There are no 
road maps, and no existing paradigms, for achieving true innovation, 
Erich Seppel makes these points about the nature of change: 

Central to Kuhn's argument [Thomas S. Kuhn, The Structure of Sci¬ 
entific Revolutions, Chicago, IL: University of Chicago, 1962] is a 
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distinction between two different kinds of change: change that oc¬ 
curs as part of the process of “normal science” and that which occurs 
in periods of scientific revolution. According to Kuhn, scientific 
progress does not occur incrementally, one discovery building on an¬ 
other like so many bricks in a wall. Instead, scientists construct what 
Kuhn calls "paradigms,” which integrate the known data and allow 
scientists to make predictions about the future. In other words, par¬ 
adigms integrate experience and tell scientists how to approach 
questions and problems. Indeed, the paradigm controls what ques¬ 
tions can be asked and what answers are legitimate.... 

However, there are always a certain number of anomalies that 
stubbornly resist being reconciled to the paradigms. These accrete 
and become increasingly troublesome, until the authority of the par¬ 
adigm itself comes into question. Eventually, a new paradigm is pro¬ 
mulgated which relates these anomalies to all other known observa¬ 
tions in a new paradigm. This ensures a period of great controversy 
and unrest and upset; but eventually, the new paradigm is accepted 
and the process repeats itself. 

This replacement of one paradigm by another is a scientific revo¬ 
lution. In such a period, the change that occurs is of the intellectual 
and practical structure itself—not within the framework. Hence it is 
a fundamentally different kind of change than occurs in normal 
science. 1 

Seppel goes on to apply Kuhn’s concepts to what is happening today 
in the finance industry. He states that the various sectors of the finance 
industry have been built on a paradigm that includes nine elements: 

■ The economics of business 

■ The technology the industry uses 

■ The institutional arrangements that characterize the industry (what 
types of institutions meet customer needs) 

■ The products the industry sells 

■ The distribution system the industry uses 

■ The beliefs held hy industry practitioners about how the industry op¬ 
erates and what works 

■ Regulation of the industry 

■ The organizational designs that typically are found throughout the 
industry 

■ The culture that typifies firms in the industry 

Seppel then notes that when these elements were congruent and mu¬ 
tually reinforcing, the paradigm was stable and change would occur, 
analogously to normal science, within the structure of the paradigm. He 
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points out that stability existed in the finance community from the 
1930s until the 1970s: 

1 oday, however, as the discussion of change argued, there are three 
major anomalies which cannot be accommodated by the traditional 
paradigm: 

■ technology and changes in lifestyle which have brought about 

■ substitutes for traditional products and services, thereby chang¬ 
ing the economics of the business and 

■ creating new institutional arrangements 

These anomalies have invalidated the old paradigm; the industry 
has already changed. The old paradigm has ceased to function — to be 
useful—and it is inconceivable that it can be reestablished, [emphasis 
ours] On the other hand, a new paradigm has not gained accep¬ 
tance. We are mid-passage in the business equivalent of a scientific 
revolution.^ 

We believe that Seppefs comments about the 11 nance industry can be 
interpreted on a wider scale and can be applied to L’.S. industry as a 
whole. This book, and especially this chapter, reflects the requirement 
for managing revolution—the building of a new type of organization 
that accommodates the identification of entirely new paradigms. The 
fact that paradigm for innovation is, in (act, a self-contradictory term, 
shows that we cannot continue to search for innovation and entrepre¬ 
neurship by studying and focusing only on: 

■ Management practices 

■ Tradition 

■ Industry and government regulations 

■ Organizational structure and practices 

Figure 12-1 illustrates how the above management focus results in bu¬ 
reaucracy and organizational inertia rather than the change and inno¬ 
vation that is required for moving into the future. We need a new way 
of continually viewing the forces that are continually changing the mar¬ 
ketplace and the resulting organizational paradigms—the sandboxes we 
play in and the sandboxes around ours. Linkage analysis planning and 
the concepts presented in this book provide a means to continually vi¬ 
sualize new industry structures and to identify new strategic alliances. 
Linkage analysis planning can assist management in designing an orga¬ 
nization that is more flexible—one that does not attempt to control 
innovation with layers of management and one that is in constant rev¬ 
olution and change. 

The waves of innovation and experience curves provide one method 
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Figure 12-1. Traditional management focus. Three 
organizational dimensions. 


a 

£ 

c 

tu 

5' 


for predicting and visualizing changes that are occurring. And an anal¬ 
ysis of changing industry power relationships enables us to escape from 
the bonds of traditional industry thinking—from the bonds of today’s 
and yesterday’s paradigms. We can apply our new mindset of the phys¬ 
ical component versus the information component to identify two ways 
in which to view the organization. With a physical-component perspec¬ 
tive, we concentrate on existing organizational structures and the tradi¬ 
tional processes of the enterprise. With an information-component per¬ 
spective we attempt to identify the organization of the future by 
formulating a common shared vision, building our knowledge capabil¬ 
ity, and exercising innovative leadership. These are the factors that 
make the organization a dynamic, flexible entity that can differentiate 
itself from others by strategically planning to achieve substantial and 
sustainable advantage. 

Chapter 12 presents a new way of thinking about the organizational 
structures that we will need in the 1990s. We must go beyond the old 
paradigms and deal with the new realities of a continually changing en¬ 
vironment and the new rules of competition. The current paradigms of 
today’s organizations are characterized by: 

■ Internal assessment of the organization in reference to quality, cost 
reduction, efficiency, productivity, and management control 

■ Restructuring the organization to reduce dependence on human re¬ 
sources 

■ Financial analysis of budgets, cash flow studies, manpower analyses, 
and revenue forecasts 

■ Statistical analysis, such as market share studies, with respect to the 
rest of the industry 

■ Strategic planning based on short term considerations and assess¬ 
ments 
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Stanley Davis, in his book Future Perfect , stresses this point by using 
an interesting play on words to contrast hureaucracies that manage “af¬ 
termath" and operate in the ‘past imperfect tense’ 1 with effective busi¬ 
nesses that manage “before-math” and operate in the “future perfect 1 
tense: 

When managers manage the consequences of events that have al¬ 
ready happened, their organizations are doomed always to he lag¬ 
ging behind the needs of their business. The history of the industrial 
economy is strewn with companies that, once bright lights, have 
faded into obscurity, senescence, or death because their leaders 
managed in the past imperfect tense—that is, forever managing af¬ 
termath. They became bureaucracies: business that existed to run 
organizations. The way out of this dead end is in finding new models 
for managing in the new economy.. *. We are awaiting the ones to do 
it for their organization, managing the before-math, in the future 
perfect/ 1 

It is useful to look further at Davis’s ideas about businesses, organi¬ 
zations, and bureaucracies: 

My definition of a bureaucracy: A business, or any other institution, 

that exists to carry out an organization_Remember, business and 

organizations are not the same thing: a business is the application of 
resources to create products and services to meet market needs in 
relation to competitors; an organization is the way in which those re¬ 
sources are administered. Organization is the means to accomplish 
the husiness ends. You have to know what you arc going to do be¬ 
fore you know how to do it. Organizations arise, therefore, out of 
societies institutions (such as government, school, church, business, 
and so on), not vice versa. For managers, organizations exist to carry 

out businesses; businesses do not exist to carry out an organization_In 

fact I will go so far as to state Davis's law of bureaucracy: Any company 
giving less than two-thirds of its energies to its business and more than 
one-third of its energies to its organization. Where this exists, it is not 
merely that the company's organization is lagging behind, nor that the 
organizational-tail is wagging the business-dog. Something even more 
serious is operating." 1 


Three Organizational 
Dimensions 

In order to create a culture that encourages innovation, we must move 
beyond the old, preconceived views of the organization. To help us do 
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Figure 12*2. Three organizational dimensions 


this, we can characterize the organization as having three distinct di¬ 
mensions, as shown in Figure 12-2, Our evolving view of the organiza¬ 
tion shows how these three dimensions have appeared. 


The First Dimension: Vertical 
Integration 

The traditional pyramid-structured organization, as depicted by Robert 
Anthony, allows us to concentrate on the internal structure of the orga¬ 
nization and on those aspects of management control and decision mak¬ 
ing that are associated with this internal view. This focus was the driving 
force in the 1950s, 1960s, and early 1970s for enhancing an organiza¬ 
tion’s efficiency. 
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The Second Dimension: Horizontal 
Integration 


Michael Porter made a .substantial change to the Robert Anthony view 
with his competitive ibices model. Porter shilled the emphasis from an 
internal/efficiency view to a view that concentrated on gaining compet¬ 
itive advantage by understanding and affecting the extent^} forces as 
well as internal factors. This new direction leads to a new view of the 
organization that includes its suppliers, customers, and competitors— 
the extended enterprise. Quickly, this extended enterprise view evolved 
from attention on the first dimension of vertical integration within an 
industry to a new view that includes a second dimension of horizontal 
integration with industry boundary crossing. The focus here is on or¬ 
ganizational effectiveness. I bis has lead to an environment where in¬ 
dustries are beginning to converge in many sectors of the economy, es¬ 
pecially the service sector. 



The Third Dimension: Knowledge 
Capability 

We can now add the additional forces shown on the strategic forces 
model from Chapter 4. This leads us to a concept introduced by Davis 
of "any time, any place, no matter” to further clarify the view that we 
must have today of the organization: 


Those who limit their thinking to the familiar contexts of the indus¬ 
trial age will never be able to exploit the essentia! raw materials of 
the new economy: lime, space, and matter. These basic properties 
have been so thoroughly transformed by science and technology that 
they now define the frontiers of growth. Mastering them results in 
real time performance, the ahility to provide customized goods and 
services on a mass scale any time and any place. ’ 


This leads us to a third dimension in our view of the organization 
where the focus is on knowledge capability. Knowledge workers will 
form the most important capital asset for organizations in the 1990s. Vi¬ 
sualizing the inter-relationships among the strategic forces affecting the 
organization is a requirement for managers at all levels. 

We are entering an era where electronic channel support systems are 
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enabling organizations to form effective alliances to attack the market¬ 
place. We saw in previous chapters examples of organizations that have 
done this. Innovative organizations, such as American Airlines and 
Citibank, are combining their knowledge capabilities to create formida¬ 
ble trading organizations. We are now beginning to see how new tech¬ 
nologies permit not only the converging of industries hut also a con¬ 
verging of products and services to create new producl/service mixes 
that are responsive to the changing tastes and needs of the consumer. 
We are in an environment where the consumer is beginning to assess 
the true acquisition cost of products and services. Each acquisition ol a 
product or service has a cost that is measured not only in dollars but also 
in terms of such currency as reducing anxiety, minimizing frustration, 
enhancing convenience, increasing mobility, and saving time to name a 
few. The average consumer today has less discretionary time than in 
years past. This means that there is less time available with which to 
shop and to return products for service or maintenance. Organizations 
must begin to address these factors along with dollar cost if we are go¬ 
ing to effectively meet the needs of consumers in the 1990s. 


Organizational Evolution in the 

Three Dimensions 

The ways in which businesses are evolving today parallel the three di¬ 
mensions we have just described: 

■ The first dimension. Organizations everywhere are being divided up 
into individual autonomous and semi-autonomous units, leading to 
the downsizing of corporate America. T his is downsizing in the ver¬ 
tical dimension. The primary focus of the first dimension is on pro¬ 
ductivity, cost, and quality. 

■ The second dimension. Market mechanisms are becoming more ef¬ 
fective than the current tactical plans and internal controls that are 
typically used in today’s organizations. This is being caused by glo- 
halization of markets, increasing use of just-in-iinie, quick-response 
systems, the emergence of electronic channel support systems and the 
creation of the information/knowledge worker society. The extended 
enterprise view—expansion in the second dimension—becomes criti¬ 
cal to understanding these new external forces. The primary focus of 
the second dimension is on effectiveness and competitive advantage. 

■ The third diinension. The dissolving of traditional industry struc¬ 
tures is causing industries to converge. As we have seen, the tradi¬ 
tional boundaries are blurring in such industries as manufacturing, 
banking, retail, distribution, health, and education. Government de- 
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regulation can be viewed as another example of the changing struc¬ 
ture and view of both private and public sector f unctions. The emer¬ 
gence of alliances is an example of the increasing importance of 
knowledge capability and the third dimension. The primary focus of 
the third dimension is on supremacy and survival. 


Analyzing the Converging 
Industries 

As organizations confront the changes of the 1990s and begin to under¬ 
stand the forces depicted in the analysis of the future organization 
chart, the enterprise and extended enterprise structures become build¬ 
ing blocks for developing and understanding the converging industries. 
Vertical integration, horizontal integration, and the knowledge capabil¬ 
ities that characterize the third dimension will cause a complete restruc¬ 
turing of our economy as we know it today. Downsizing and decentral¬ 
ization of large organizations, and the rapid growth and success of 
many small organizations, demonstrate the beginning of this trend. The 
third dimension leads us to a better understanding of the reasons that 
entire industries are beginning to converge. Markets in many cases will 
be defined as the consumer market instead of having the traditional cus¬ 
tomer focus. The decision by Judge Greene in reference to AT&T, 
which allows AT&T to begin delivering information to the home, will 
accelerate the shift as image and liber-optics technology drops in cost 
and becomes widely available. Leading the exploitation of this technol¬ 
ogy will be education arid the retail sector. The stale of Indiana has al¬ 
ready begun a fourth-grade program that provides personal computers 
in the home for fourth-grade children. 

To understand the impact these wide-reaching changes will have cm 
the organization, we can draw an expanded extended enterprise chart 
that gives a more comprehensive view of our entire economy. (See Fig¬ 
ure 12-3.) By carefully analyzing this chart we can find many opportu¬ 
nities for achieving substantia] and sustainable strategic advantage, as 
well as identifying exposures and competitive threats. In many cases, 
the competition for future products and services will come not from the 
traditional players but from new directions. The tendency will be for 
many organizations to shift to the center of the chart—to the pure ser¬ 
vice sector—causing even more industries to converge. The service sec¬ 
tor is an apt target for many organizations because it is consumer ori¬ 
ented, is currently complacent in its use of technology, and is subject to 
significant impact by the information systems of the future. Examples 
of the converging industries phenomenon can be seen today in the fol¬ 
lowing organizations: 
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Figure 12-3. fcxpanded extended enterprise chart. 


■ General Motors, Ford, Sears, and General Electric have large finan¬ 
cial services organizations, such as Sears with the Discover C'ard. 

■ The insurance industry is beginning 10 of fer services traditionally of¬ 
fered hy organizations in the banking and health industries. 

• Merrill Lynch has had great success with its Cash Management Ac¬ 
count, which offers services traditionally provided by banks. 

■ Business and private sector organizations have been making ventures 
into education. 

■ American Airlines, United Airlines, and Marriot are creating power¬ 
ful credit card alliances. 

The following are a few observations on what organizations must do 

with respect to the converging industries: 

1. Effectively position themselves on the converging industries chart 
(Figure 12-3). 

2. Assess the opportunities and exposures that are associated with ver¬ 
tical integration. 

3. Understand available options for pursuing horizontal integration 
strategies, such as: 
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■ Competing at the brick and mortar level (for example; buy 
stores, plants, equipment) 

■ Competing at the electronic channel support system level 

■ Competing at the extended enterprise level through effective 
alliances 

4. Assess the impact of future competitive exposures, 

5, Formulate and implement an effective vision for the organization. 

The phenomenon of the converging industries is causing sweeping 
changes to the traditional roles of industries. As we mentioned earlier in this 
chapter, industry lines are blurring, niche opportunities are (xcuning, anti 
comfietition is changing. What, then, becomes the role of the traditional in¬ 
dustry leaders? Understanding the implications of the converging industries 
chart provides a new insight into the need to assess the strengths and weak¬ 
nesses of both internal elements and the external, extended enterprise link¬ 
ages, Failure to build appropriate internal systems and processes may make it 
impossible to expand into the extended enterprise. Such a failure may then 
make it impossible to meet the challenges that new competitors f rom the con¬ 
verging industries bring. The value of strategic alliances, and the manage¬ 
ment implications associated with them, start to take on a new perspective. 
Understanding the implications of the converging industries at all levels of 
the organization can make a major contribution to making the organization 
adaptive and flexible. 

With the perspective provided by the new three-dimensional view of 
the forces affecting the organization, we can begin to analyze in detail 
each of the four steps shown on the right-hand side of the leadership 
linkage chart from Chapter 10 (see Figure 10-10)* 


Step 1: Develop a 
View of the 
New Organization 

Building the “new organization” requires management to have a clear 
understanding of strategic market forces from the perspective of the 
converging industries. What will be the future direction for the organi¬ 
zation? Will the organization vertically integrate or will it begin to cross 
industry boundaries? What will the competition do, and who will the 
new competitors be? We must analyze the waves of innovation and in¬ 
dustry experience curves from a new viewpoint to create a vision that 
takes into account the impact of the converging industries. In analyzing 
changing industry power relationships we must use new levels of cre¬ 
ativity and strategic thinking to truly understand and manage the 
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changes that are occurring. For most organizations, the following fac¬ 
tors will be key survival issues: 

■ Internal and external linkages 

■ Alliances and partnerships 

■ Ownership versus joint ventures versus subcontracts 

■ Decentralization and downsizing 

■ Central control 

■ Global markets 

■ Business direction 

In order to bridge from the hierarchical/global view of the organiza¬ 
tion depicted in the converging industry charts, the charts of industry 
power relationship are extremely important. Just as we enhanced the 
extended enterprise charts to show the converging industries, we must 
also enhance the changing industry power relationships charts to in¬ 
clude a new linkage!network view, as shown in Figure 12-4. This view 
complements the converging industry view and provides insight into 
what Brandt Allen describes in a presentation that he gives. One of the 
charts Allen uses lists ‘implications of the Strategic Challenges for 
Organizations”: 5 

■ Need for faster response, flexibility to changing volume 

■ Looser coupling of major units 



Figure 12-4. Linkage/network view. 
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■ Ability to absorb new designs and ideas 

■ Integration of innovation from internal and external sources 

■ Fast implementation of new products 

■ Better control of operations (and costs) 

■ Coordination of external contracting 

To achieve these, many organizations will have to concentrate on the 
linkage/network view of their organization’s extended enterprise. The 
structures of large, information- and knowledge-based organizations 
will become flatter, and knowledge will tend to be concentrated prima¬ 
rily at the bottom of the organization instead of at the traditional top. 
This is because each job function in the new organization will come to 
have specialized knowledge associated with it. People will be carrying 
out few routine, repetitive tasks—the machines will he doing these. Pe¬ 
ter Drucker points out: 

A good deal of work will be done differently in the information- 
based organization. Traditional departments will serve as guardians 
of standards, as centers for training, and the assignment of special¬ 
ists; they won’t be where the work gets done. That will happen 
largely in task-focused teams. 7 

This change is already underway in what was once the most dearly 
defined of all departments—research. In pharmaceuticals, in telecom¬ 
munications, in paper making, the traditional sequence of research, de¬ 
velopment, manufacturing, and marketing is being replaced bv 
synchrony —specialists from various functions working together as a 
team from inception of research to a product's establishment in the 
market. 


Networked Management Structures 

In the old hierarchical organization, information from individuals 
working in the different functional areas would have to flow up to a 
common higher-level manager and then work its way back down. Or it 
would have to travel to a central switching function where the various 
other departments come together. For example, if a sales representative 
wants to send customer information to a manufacturing plant in the tra¬ 
ditional hierarchically structured organization, information would flow 
up the sales chain of command to a general manager and then down 
through manufacturing chain of command until it reached the in¬ 
tended party. Such a system is much too lime consuming for today’s en- 
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vironment, and also much too error prone. The intended message may 
never get through. 

Davis points out in Future Perfect : “Networks will not replace or sup¬ 
plement hierarchies; rather the two will be encompassed within a 
broader conception that embraces them both.”* 

Visualizing, designing, and assembling the new organizations will re¬ 
quire a greater emphasis on leveraging knowledge resources. Dynamic 
alliances will become a vehicle for achieving quick responses to market 
opportunities. Organizations will be linked together by a common vision 
and purpose. And when the common purpose has been achieved, the 
knowledge resources will dissolve the links and create a new vision. The 
trick becomes attracting, energizing, and bonding the knowledge re¬ 
sources to the vision. 

We must continue to have a hierarchical view of many of our institu¬ 
tions for legalistic and competitive purposes. But the way these institu¬ 
tions actually operate must be much different—much more dynamic. 


Visualizing the interrelationships of the strategic 
market and environmental forces requires both a 
hierarchical and a network perspective. 


The way the organization operates must encompass large numbers of 
constantly changing functions that are linked together into dynamic net¬ 
works. Many of the functions will need to be linked to external functions 
outside of the traditional boundaries of the organization. The days of 
static, monolithic organizational structures are gone. We can again ap¬ 
ply Michael Porter’s distinction between the information component 
and physical component to contrast the hierarchical view of the organi¬ 
zation with the linkage/network view. The physical component corre¬ 
sponds to the hierarchical, legal competitive view and the information 
component to the linkage/network view. We can use the linkage/ 
network view to visualize, understand, and implement the legal, com¬ 
petitive, hierarchical organizational structures. The linkages inherent in 
the linkage/network view will enable the organization to become more 
effective than it is today. The linkages will bring together the new or¬ 
ganizational structures, and the vision that is shared hy all the members 
of the management team will be the glue that binds them. But there are 
no easy solutions—no paradigms. 

The functions of the innovation arrow will become increasingly im¬ 
portant as we move into the 1990s. The organization is changing, and 
the means to build the new organization must change as well. The con¬ 
verging industry hierarchical view is important in viewing the organiza- 
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tion with respect to a legal, management control perspective, and the 
linkage/network view is required to focus on implementing the strategic 
action plan and on flattening and delayering the organization to meet 
the challenges of global and niche markets that require dynamic, inno¬ 
vative, and effective organizational structures. 

As we discussed in Chapter 1 I, it can be difficult to manage the gaps 
between the phases of the innovation arrow. The appropriate width of 
the gaps between phases is not always easy to determine, and the proper 
width is difficult to maintain. As we pointed out, if tile gaps are too 
wide, which might result from downsizing without appropriate changes 
in management, teamwork is difficult to achieve; if the gaps are too nar¬ 
row, there tends to be no distinction between different levels of man¬ 
agement, and further changes in management may Ire in order. The 
major thrust for management must be Ur: 


■ Manage the gaps between the phases in the innovation arrow. 

■ Manage the linkages between external and internal elements of 
the extended enterprise. 


These two new management requirements will be difficult at first for 
management to achieve because management control and authority will 
dissipate in the 1990s. Examples of this can be observed in the f reedom 
and mobility of the new knowledge workers entering the workforce and 
the dramatic changes taking place in the Soviet Union and in Eastern 
Europe. Old belief’s and traditions are no longer importan*. individual 
achievement and expression are. 


Step 2: Foster Innovation by 
Enabling Key Organizational 
Relationships 

From the beginning of this book, our major objectives have been to: 

■ Provide insight into the impact of technology on the organization. 

■ Present requirements for success in the changing environment of the 
1990s. 

■ Describe a strategic planning process to assist in achieving success. 

Chapter 10 described the linkage analysis planning process, and Ap¬ 
pendixes A and B provide industry examples of how the process is be- 
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ing applied. In Chapter 10, our focus was on applying linkage analysis 
planning to the current and near-term environment. Our focus in this 
chapter is on a long-term view of the future that addresses the 
delayering of the organization, converging industries, and global and 
niche markets. 

Our coming knowledge-based industries will require new planning 
techniques if they arc to achieve success in the global marketplace. Be¬ 
cause of the complexities of the future, management will have to per¬ 
form strategic planning in a dynamic, ongoing manner. In order to 
raise the overall level of effectiveness of the organization, the manage¬ 
ment team will also have to evolve the ongoing plan, identify the orga¬ 
nizational relationships that will be required, and implement them in a 
timely and effective manner. Achieving the required hierarchical and 
linkage/network perspectives can be viewed as a process having five 
phases—three phases arc related to understanding the hierarchical per¬ 
spective and two phases to the linkage/network perspective. 


Perspective 1: Hierarchical View 

In understanding the hierarchical view of the organization we begin by 
formulating a vision of the organization that takes an internal focus. We 
then expand this to a global view that enables us to clearly perceive the 
competitive, legal, and management control aspects of the enterprise. 
This provides us with a new top-down view for the 1990s. 


■ Phase 1: internal vision . In this phase, we perform an internal as¬ 
sessment of the major functions and requirements of the organiza¬ 
tion, both today and 5 to 7 years out. This requires that we analyze 
the organization’s hierarchical structure to begin forming a vision of 
what the organization should become and what key functions, assets, 
and processes will be required to achieve the vision. 


i- - v 

■ Phase 2: extended vision. In this phase, we develop the extended en¬ 
terprise view of the organization and identify the electronic channel 
support systems that will be required for success in this environment. 
We now begin to transform the hierarchical view of the organization 
to form an extended vision of the organization. In this phase, we must 
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identify the key functions, assets, and processes that exist outside the 
enterprise that are required today and that will be required in the 
next 5 to 7 years. Linkages to the extended enter prise and tlie devel¬ 
opment of the electronic channel support systems are important in 
understanding how to best exploit technology in achieving the ex¬ 
tended vision. 

Am, 

r~ r~ / 

/—/ —* — v—s 

■ Phase 3: convergent vision. In Phase 3 we begin to analyze the role 
of the organization with respect to the converging industries, both to¬ 
day and in the future. In this phase, we develop a vision that identi¬ 
fies vertical and horizontal integration strategies and addresses the 
third dimension and the requirements of need, knowledge, time, and 
place. An understanding of tomorrow’s competitors and how to com¬ 
pete in these new markets is crucial. 

The process need not be done in the exact sequence shown above. 

For example, it might make sense in many situations to perform step 2 

first and then go back to step 1. 


Perspective 2: Linkage/Network 
View 


In attaining a linkage/network perspective, we must expand our vision 
hy developing a view of the new organization that provides dynamic, 
flexible organizational structures at the level oft he implementation and 
operations functions of the innovation arrow. The key focus here is on 
the management of the gaps between the innovation arrow (unctions 
and on the management of internal and external linkages between ele¬ 
ments in the extended enterprise. We need this view to provide insight 
into how we will actually implement the vision we attained by under¬ 
standing the hierarchical perspective. In attaining the linkage/network 
perspective, we need to determine how to implement the important in¬ 
ternal and external linkages in a network environment. 



■ Phase 4: external linkage vision. In this phase, we again expand the 
vision of the organization by defining an external linkage/network view of 
the organization’s extended enterprise. We must develop this view in order 
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to understand the future impact of market forces and to clarify the role of 
the organization in the environment. Here we must analyze key internal 
functions and processes and identify functions outside that are comple¬ 
mentary to our own. We must then put into place the required organiza¬ 
tional relationships through networks of integrated functions and pro¬ 
cesses. This will allow us to provide better products and services at lower 
prices and in shorter periods of time. 



■ Phase 5: internal linkage vision. In the final phase, we refine our 
vision by developing the internal linkage/network view of the organi¬ 
zation that focuses on internal organizational structures that will be 
necessary to manage the key external linkages identified in phase 4. 
Key to this final phase is to identify and integrate all requirements 
and processes into the structure of the new organization. This be¬ 
comes the blueprint for building the infrastructure of the organiza¬ 
tion of the future. 

Networking of functions between organizations will allow us to 
greatly enhance the effectiveness of the organization. The networking 
that exists today between organizations in providing vertical integration 
in the creation and delivery of products and services will become a 
three-dimensional activity, paralleling the three organizational dimen¬ 
sions we described earlier: 

1. Vertical integration. The first dimension is the traditional vertical 
networking that has occurred, both upstream and downstream, in 
order to enhance control, reduce costs, and increase efficiency. 

2. Horizontal integration. Horizontal networking of functions will oc¬ 
cur because of the industry boundary crossing caused by converging 
industries. 

3. Networking for innovation. A third form of networking, which we 
call networking for innovation, reflects the third dimension of knowl¬ 
edge capability and Davis’s “any time, any place, no-matter.” Examples 
of this type of networking can be seen in the partnership between 
American Airlines and Citibank and the community holding company 
partnership to support education described in Appendix B. 

In going through the five phases described for attaining both a hier¬ 
archical and a linkage/network perspective, the management team 
should reflect back on the key concepts outlined in the previous 11 
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chapters. Each phase should end by assessing strategies lor achieving 
substantial and sustainable advantage that can be implemented today 
and over the next 5 to 7 years. 


Step 3: Select Innovative 
Projects That Increase 
Organizational Effectiveness 

Critical factors that will determine the organization's success is (he or¬ 
ganization’s ability to select the winning projects and to make the i ight 
investments. Prioritizing and selecting opportunities for investment 
should be a two-step process. The first step in assessing a project’s value 
must be to ask whether the project will add significant value to the or¬ 
ganization. The second step consists of making financial analyses of 
short-term and long-term benefits. Traditional financial analyses are 
still vital, but in order to achieve real advantage in the new global envi¬ 
ronment, the organization will have to go further than these. The mar¬ 
ketplace will ultimately determine who has been most effective in iden¬ 
tifying and prioritizing the winning projects. The real test of whether 
an organization has truly achieved substantial and sustainable competi¬ 
tive advantage is to test in the financial market the value of rfie organi¬ 
zation. We must ask the question: 


Is the value of the organization 
greater than the sum of its parts? 


An important test of success will be to compare the slock market value 
of the organization with its book value. The synergism of the different 
parts of the business should provide a market value that is greater than 
the sum of the organization’s individual parts. If we have chosen the 
right projects and built an effective extended enterprise, the integration 
and synergism of the internal and external functions will add significant 
value to the organization. If we have not done a good job, then we will 
continue to be subject to takeovers and leveraged buy-outs, with the sell¬ 
ing of f of different, independent parts of the organization as die means 
to finance these endeavors. For organizations in the public sector, such 
as government and education, the test of the value of the organization 
will be whether taxpayers support funding for the services the organi¬ 
zation provides or whether they prefer to allow private enterprises to 
take over these functions. 

The strength and value of the organization in the 1990s will come 
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from leveraging the knowledge capital of the organization—the knowl¬ 
edge that the organization and its people have. There are two factors 
operating somewhat at odds with each other with respect to the knowl¬ 
edge capital of organizations. First, the knowledge possessed by an or¬ 
ganization tends to increase in value over time. Second, the total num¬ 
ber of knowledge workers in an organization will tend to decrease over 
time as we eliminate middle management people and because of the 
continuing shortage of qualified, professional people. The key to suc¬ 
cess in such an environment is to determine how the organization’s 
knowledge capital can most effectively be used. It will no longer be pos¬ 
sible to handle everything internally. It will be important to determine 
which organizational functions are best decoupled and handled by ex¬ 
ternal members of the extended enterprise and which are best handled 
internally. Investing of the scarce knowledge resources in the most ef¬ 
fective manner is the challenge. 

It is an error to associate creativity and innovation only with inven¬ 
tion. Technological innovation certainly depends on invention, but what 
is of equal importance is developing and applying invention in the most 
effective manner, (exploitation of technological invention involves inno¬ 
vation in marketing, in management, in information systems. Neglect of 
these important facets of innovation can be as damaging as not having 
the idea in the first place. We have to understand where our strengths 
and weaknesses are today and where they are likely to lie in the future. 
Then we must look to the extended enterprise for what we lack. It will 
become increasingly important for groups of individuals to work to¬ 
gether interactively in supportive ways to generate not only novel solu¬ 
tions, hut solutions that can he effectively implemented. The knowledge 
that is required for success in many enterprises is now becoming so vast 
that only groups can effectively master it. Strategic advantage will swing 
more and more each day to those organizations that can effectively har¬ 
ness groupings of knowledge workers. Networks of knowledge workers 
will go beyond the traditional boundaries of the organization, just as 
computer networks do today. Knowledge and information will tran¬ 
scend corporate or enterprise boundaries. 

Successful implementation of networking between the traditional or¬ 
ganization and the extended enterprise will create new levels of syner¬ 
gism and lead to significant increased value. We should begin prioritiz¬ 
ing projects and choosing future investments both inside and outside 
the organization from this view. As wc mentioned earlier, the financial 
markets will quickly identify the successful organizations that bring a 
new meaning to the phrase leveraging of the organizations resources. 

In the new environment of the 1990s if we lose the vision and allow 
leadership to slip from our grasp, we will be quickly doomed. The or¬ 
ganization of the future will no longer have large physical assets to sell 
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in order to pay future dividends. It will not lake years for market share 
to evaporate. New technological changes will not occur only every 10 
years, or longer; they are occurring much more rapidly than this. As 
quickly as a business can rise, it can also fall if we allow innovative and 
entrepreneurial leadership to evaporate. 


Step 4: Implement the Vision 
by Leveraging Organizational 
Skills and Resources 

As we pointed out in the introduction to Part 3, strategy requires vision, 
but effective implementation requires leadership. Strategic advantage 
can usually be achieved only at the operational level, and a strategy is 
only as good as its implementation. We now shift our focus from build¬ 
ing the new organization to executive leadership and the role of the vi¬ 
sionary in tbe organization. What does it take to be a visionary leader? 
Innovation and risk taking is an important factor in innovation. The 
terms manager and leader were once synonymous. Abraham Zaleznik 
realized the need for a distinction between the two terms: 

Managers do the same things over and over again, but it takes a 
leader to innovate. While a good leader needs to be a manager too, a 
manager is not necessarily a leader. 1 ’ 

In Zalcznik’s latest book, entitled The Managerial Mystique, he chal¬ 
lenges the reader to reevaluate what motivates management. He asserts 
that, contrary to popular belief, managers and leaders are far apart in 
the ideas that fire them, in the practices their ideas yield, and in the way 
they influence the quality and effectiveness of their organizations. 
Zaleznik observes that too many organizations have gone overboard in 
their pursuit of the beliefs and practices of management. In an attempt 
to organize the actions of individuals, a managerial ethic has emerged 
that plates emphasis on order, efficiency, and predictability. The em¬ 
phasis in many organizations is being placed on the form and the .struc¬ 
ture of the enterprise rather than on tbe substance of the business. Such 
an emphasis tends to obscure the goals of the organization and to in¬ 
hibit creativity. Too many organizations are run by people who lack 
leadership ability. To this, Zaleznik adds: 

This book...is a call to rediscover leadership, which may be tanta¬ 
mount to restoring the individual to his or her proper place as the 
source of vision and drive that can make an organization unique. 10 
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Jack W elsh, chairman and CEO of General Electric company, stated: 

At the beginning of the decade, we saw two challenges ahead of us. 
One external and one internal. Externally, we faced a world econ¬ 
omy that would be characterized by slower growth with stronger glo¬ 
bal competitors after a smaller pie.... Internally, our challenge was 
even bigger. We had to find a way to combine the power, resources, 
and reach of a big company with the hunger, the agility, the spirit, 
and the fire of a small one....For one, they communicate 
better_Second, small companies move faster. They know the pen¬ 

alties for hesitation in the marketplace. Third, in small companies, 
with fewer layers and less camouflage, the leaders show up very 
dearly on the screen. Their performance and its impact are clear to 
everyone. And, finally, small companies waste less. They spend less 
time in endless reviews and approvals and politics, and paper drills. 
They have fewer people; therefore they only do the important 
things. Their people are free to direct their energy and attention to¬ 
ward the marketplace rather than fighting bureaucracy. To win ex¬ 
ternally during the 80s, we believed we needed to develop these in¬ 
ternal characteristics." 

Today's thinkers—people like Welsh, Zaleznik, and many others—are 
showing us that the conventional manager—the process caretaker— 
must move over and make room for the innovating entrepreneurs. An 
organization whose culture depends on rewarding the process caretak¬ 
ers is at extreme risk in a niche world characterized by rapidly acceler¬ 
ating change and tough global competition. In such an environment, 
success means not messing up. A process-caretaker mentality rewards 
form and predictability and discourages innovation and risk taking. 
The business environment of the 1990s requires leaders who can: 

■ Visualize the interrelationships among strategic market forces. 

■ Restructure and revitalize the organization to think and act strategi¬ 
cally. 

■ Perform strategic planning and prioritize winning projects. 

■ Implement projects by leveraging organizational skills and resources. 

■ Innovate and take necessary risks. 

■ Network functions within an organization and build network alli¬ 
ances. 

■ Possess good communication skills and have a dynamic personality. 

■ Accept change and technology as a way of life and be pro-active in 
exploiting it. 

■ Lead their teams in making the vision happen. 
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Model for Success 

An effective tool in assessing your own role as an innovative effective 
leader is to combine the phases of the innovation arrow with the ideas 
presented in the Innovation/Impact Model from Chapter 1 (see Figure 
1-7). If we begin the planning process with a vision and then commu¬ 
nicate that vision effectively throughout the organization, the impact on 
the organization of this type of planning will he great. In an organiza¬ 
tion that does not have an effective vision to harness its resources, the 
total organizational cost can be significantly greater than if it did har¬ 
ness its resources, as shown in Fig. 12-5. By combining the innovation 
arrow with the concepts contained in the Innovation/Impact Model, we 
get the model shown in Figure 12-6. From this model we can see that 
management leadership consists of: 

■ Management control 

■ Synergy 

■ Innovation 

■ Entrepreneurship 



Figure 12-5. Organizational effectiveness. 














Building the New Organization 


223 



Organizational Effectiveness 

Figure 12-6. Model for assessing the blueprint for success. 


The key point here is that we must ensure that we have high levels of 
both innovation and impact in order to effectively reach out into the 
extended enterprise of the future. Leadership begins with the vision, 
which we must then drive throughout the enterprise and into the ex¬ 
tended enterprise. If we can accomplish this, we will be able to gain the 
loyalty of all members of the extended enterprise, and we will be able to 
gain strategic advantage in the marketplace. If our focus within the or¬ 
ganization remains at the tactical level or lower, we will be less effective, 
and our chances of winning will be substantially reduced. 


Formulating a National 
Collaborative Vision 

The ideas we have presented in this book can be extended to our na¬ 
tional economy as a whole. What is needed in the United States if we are 
to achieve success in the global marketplace is a national collaborative 
vision. This is a vision around which all of our institutions, in both the 
public and private sectors of the economy, work effectively together in 
networking our country into the 1990s and beyond. The ways in which 
we journey into the future is important to us all: 
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We create our tomorrows by what we envision tomorrow 
to be, and by what we invest or not invest in today. 


We need to build a national extended enterprise consisting of all the 
organizations that are critical to our success as a nation—schools, busi¬ 
nesses, and government. (See Figure 12-7.) The test of whether such an 
extended enterprise is successful will again be to see it the value of the 
entire extended enterprise is greater than the sum of the individual 
parts. We issue a challenge to all the individual stakeholders in our 
economy: schools, individual citizens, businesses, communities, the cit¬ 
ies. All must begin playing an active role in helping the United Slates to 
achieve greater success as an economic power. Such a national collabo¬ 
rative vision is important because the resulting policies establish the 
rules of the game. They define authority, procedures, and planning as¬ 
sumptions. They establish territorial and political boundaries, and, 
above all, delimit spheres of discretion. The more innovative a change, 
the less likely it fits into existing policies. 

The first step in creating a national collaborative economic vision is to 
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Figure 12-7. National extended enterprise. 
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Community/Country 



Figure 12-8, National extended enterprise model. 


create an environment that makes it acceptable for individuals and or¬ 
ganizations to present ideas and make proposals that are likely to have 
substantial impact on our economy. We must determine the essential el¬ 
ements of a linkage/network view of a national extended enterprise. We 
need a new model of this extended enterprise, such as that shown in 
Figure 12-8. America is in a scientific revolution, and leadership is re¬ 
quired to stimulate the formulation of a vision that will enable business, 
government, and education to work together to address common goals. 
Government can supply an infrastructure and an environment that en¬ 
courages growth, education can supply us with the knowledge resources 
that wc will need, and business can use the knowledge resources pro¬ 
vided by education and the infrastructure provided by government to 
create new economic wealth to fund our journey into the future. 


Conclusion 

The techniques of strategic thinking can be applied to a tiny depart¬ 
ment or division, to an organization, to an entire industry, or to our na¬ 
tion as a whole. At each of these levels we must focus on the innovation 
arrow. We must formulate a vision, then communicate that vision, and 
effectively implement it. America can continue to be strong if each of us 
takes the first step. Vision, leadership, and innovation are not the qual¬ 
ities of someone else. We are America’s management team. We are the 
leaders and the future leaders of the United States. We will close this 
book by repeating the definition of leadership presented at the begin¬ 
ning of this book: 
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Innovative leadership is the ability to... 

■ Formulate a vision for achieving strategic advantage 

■ Create strategies and plans for adapting and innovating in the 
changing environment 

■ Develop tactics for implementing the strategies and plans 

■ Implement the vision by empowering individuals with the nec¬ 
essary skills 

...leading to new levels of organizational effectiveness. 


This definition then raises questions that you can ask of yourself: 

■ Do you have and display the ability? 

■ What is the new level of effectiveness that you can achieve for your¬ 
self, your family, your organization, the community, and the nation. 

■ Where do we stop? 

■ When does our responsibility end? 

The first step is the toughest. Remember: 


Make no assumptions. 
It’s a personal choice. 
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Appendix 



Linkage Analysis: 
Health Care Industry 


Introduction 

Appendix A walks through a linkage analysis planning session that the 
aut ho is conduc ted for a hospital. In reading through this appendix, try 
to plac e yourself in the shoes of the president of the hospital board of a 
nonprofit, medium-sized hospital in a large city that has all types of hos¬ 
pitals, some larger than yours and many smaller. 


Analyzing Waves and Curves 

We begin with an analysis of the waves of innovation associated with the 
health care industry and the experience curves that predominate. We 
then create charts of strategic market forces that show how power rela¬ 
tionships are changing in the health care industry. Figure A-l shows the 
waves of innovation and some of the experience curve strategies that 
characterize the health care industry. 


Identifying Power 
Relationships 

An analysis of waves of innovation and experience curves leads to an 
examination of the power relationships that prevail in the health indus¬ 
try. Figure A-2 shows a chart of the traditional market forces that might 
be associated with a hospital. The health industry has undergone signif¬ 
icant change in the last few years. A linkage analysis planning session 
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Figure A-I. Waves of innovation and experience curve strategies. 



Figure A-2, Tradibonai market forces in the health care industry 


begins by examining the Michael Porter competitive forces model from 
Chapter 2 and the expanded strategic forces model introduced in 
Chapter 4. The strategic forces model is repeated in Figure A-3. We can 
use the strategic forces model to begin analyzing the impact on the hos¬ 
pital of technology, current and future regulation, and the changes that 
are occurring in the health industry as a whole. Such an analysis might 
determine that the major changes are occurring in power relationships 
owing to such factor as: 

■ Doctors are restructuring their practices into groups and partner¬ 
ships. 
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Figure A-3. Strategic forces model. 


■ The federal government is implementing diagnostic related groups 
(DRGs) to help curtail the rise in medical costs. 

■ Hospitals are being increasingly run by for-profit health industry or¬ 
ganizations or large affiliated religious organizations. 

■ Costs are continuing to rise for medical equipment, liability insur¬ 
ance, labor, and medical supplies. 

■ The impact on the health industry due to illegal drug usage and the 
AIDS problem is increasing. 

■ The health industry is becoming highly segmented with the prolifer¬ 
ation of clinics, prepaid medical plans, and nursing homes. 

Adding to these issues, the entire health industry is in a transition pe¬ 
riod where various industries are converging. The converging indus¬ 
tries that are playing a major role include the insurance industry and 
medical supply manufacturers. In addition, the hotel industry is begin¬ 
ning to play a role, with major hotel chains entering the nursing home 
business. The major medical supply manufacturers are beginning to 
look toward the home market for the future with self-testing proce¬ 
dures and self-application devices and medications. 

The next step is to begin asking ourselves questions about how the 
environment is likely to change in the future and how the chart in Fig¬ 
ure A-2 is likely to change with respect to strategic market forces. Many 
of these forces are likely to cause the chart to expand to that shown in 
Figure A-4. Individual hospitals are left with a shrinking revenue base 
and often resort to defending a piece of a shrinking pie. 
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Visualizing the Extended 
Enterprise 

Our analysis of the waves of innovation, experience curves, and chang¬ 
ing industry power relationships should begin to give us a feeling for 
what the extended enterprise of the hospital looks like. This, in turn, 
shou’d start us thinking about the electronic channel support systems 
that will be needed in the future for exploiting our extended enterprise 
viev. of the environment. Our vision for the hospital should now begin 
to materialize and should begin to focus our thinking. An example of an 
important aspect of the hospital's vision might be the following: 


Increase revenue and market share by increasing the 
level of service the hospital provides to its 
customers, including doctors and patients. 


Conducting an External 
Linkage Analysis 

Once we have charted the changing industry power relationships, we 
can proceed to the linkage analysis. As we discussed in Chapter 10, a 
linkage analysis planning session can take either an external or an in¬ 
ternal focus. As we have stated, in most cases the process is most eflec- 
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tive if we adopt an external focus first and then perform an internal 
analysis after the external linkage analysis has been completed. This is 
the approach wc adopt here. 

Level 1: The Hospital 

At this level of analysis, we place at the top of the chart the question we 
are trying to answer and draw a box for the “hospital” in the center of 
the chart. 1'hen, using the charts of changing industry power relation¬ 
ships as a base, we sketch in boxes around the “hospital” box that rep¬ 
resent key external linkages. It is important to continually ask ourselves: 
“What is important.” The techniques discussed in Parts 1 and 2 can help 
us focus on strategic issues. The two initial objectives of the level 1 anal¬ 
ysis of the hospital are: 

■ To identify the major relationships that are related to our vision of 
the hospital today and tomorrow. 

■ To understand the positive and negative impact of the major forces 
on our hospital. 

Figure A-5 shows the chart that might result from the level 1 linkage 
analysis. This chart helps us to identify the major players in the hospi¬ 
tal’s extended enterprise and to visualize potential electronic channel 
support systems. After we achieve agreement that we have included all 
the important factors in the chart, wc then focus on choosing which fac¬ 
tors are most important. As we mentioned in Chapter 10, a guideline 
that can be used here is to agree on the top five, and then to vote for the 
top one from among those. In some cases, we may not be able to choose 
one, but might choose two. We could then conduct further analyses on 
the top two factors. But try not to have more than two number-one pri¬ 
orities. In analyzing the level I chart we might try to determine who is 
the person most responsible for the choice of what hospital to use. We 
might conclude that most patients, when they are told they have to go to 
the hospital, respond by asking the doctor which one. Therefore, the 
doctor in many instances is the key to the hospital selection process. For 
this reason we might choose the linkage to “doctors” as the external 
linkage that is of most importance to achieving the vision of increasing 
market share through improved service to customers. After we achieve 
agreement, we can proceed to the level 2 linkage analysis. 

Level 2: Doctors 

In the level 2 analysis, we use the same procedure as for level 1 and 
explore all the existing and potential future linkages for “doctors.” We 
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Which External Factors Are Most Important in 
Helping the Hospital Achieve Strategic Advantage? 



Figure A*5. Health care industry level 1 external linkage analysis: hos¬ 
pital. 


must clearly understand all the linkages that exist between the hospital 
and the doctors to assist us in this evaluation. The following are a few 
issues that we might consider when evaluating the doctor s relationship 
with the hospital and the linkages that are most important: 

■ What are the important relationships and who has control over themr 

■ Who chooses the hospital the doctor uses? 

■ Which doctors are most important now? 

■ Which doctors will be most important in the future? 

■ Who are the customers of the doctor? 

■ Who in the hospital assists the doctor? 

■ How can we keep the doctors happy? 

■ What departments of the hospital does the doctor work with.' 

■ How can we grow our “shelf space’’ in the doctor’s mind' 

■ How can we increase the size of the pie? 
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Wc might draw the chart shown in Figure A-6 after answering such 
questions. With the doctor as the center of focus on present and future 
relationships, these relationships may expand or change because of con- 
verging industries or tlie need to grow the pie. Wc might at this time 
explore significant doctor relationships with other businesses to see if 
these might suggest strategic alliances that would allow us to increase 
the size of the envelope the hospital offers to the doctor. The boxes in 
f igure A-6 drawn with dashed lines represent two such relationships. 

After agreeing that all the important issues are on the chart, we again 
try to determine which of the factors is most important. This time im¬ 
portance is determined by what is important to the doctor. Again, try to 
identify one, but no more than two, nurnber-one priority. In this phase, 
we must achieve agreement on what is the most important linkage in 
accomplishing the strategic vision. In this case, the important aspect of 
the vision is to increase revenue and market share by increasing the 
level of service the hospital provides for doctors. In effect, we must be 
able to build new envelopes of products and services that we can imple¬ 
ment quickly and can continue to sustain in the future. We might 
choose the “billing” function as being the most important. Because the 
billing and admissions functions are so closely tied together, it might 
make sense to group these two functions together for the level 3 anal¬ 
ysis. 


Which Factors Are Most Important with Respect to 
Improving the Level ot Service We Provide to Doctors? 



Figure A-6. Health care industry level 2 external linkage analysis: doc¬ 
tors 
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Level 3: Billing and Admissions 

Now that we have selected a particular function for detailed analysis, we 
might find that the linkage analysis is at a sufficient level of detail that 
we can begin trying to identify benefits and new application opportuni¬ 
ties. In doing so it is important to keep the focus on the vision and on 
the results of the level 1 and level 2 analyses. In some cases, the level 3 
analysis may not be detailed enough. If that happens, it may he nec es¬ 
sary to do a level 4 analysis, and in some cases a level 5 analysis, and so 
on, to reach an appropriate stopping point. At each stage of the analy¬ 
sis, we must apply the following test: 


Is the factor selected truly strategic? Will it lead to 
substantial and sustainable competitive advantage? 


Documenting the Strategy 

At level 3 (or level 4 or 5) of the linkage analysis process, it becomes 
appropriate to begin formulating a strategic plan for materializing the 
vision. At this point, we can draw up an action plan based on the ben¬ 
efits and opportunities that we have identified during the linkage anal¬ 
ysis process. During the detailed analysis, we must also examine poten¬ 
tial exposures that we have identified and make future plans for later 
implementing any additional benefits or opportunities that we may 
have uncovered. 

Action Plan 

The action plan that we develop at the final level of detail in the linkage 
analysis should be designed to guide the hospital in pursuing strategic 
advantage in the area of enhancing the billing and admissions func¬ 
tions. In preparing the action plan, we must list benefits or potential 
new opportunities for enhancing this area. We might try to define a 
new envelope that includes ancillary products and services for the doc¬ 
tor or just provide a more efficient or easier means to provide the ser¬ 
vices. 

Potential Exposures 

In addition to developing an action plan, we must also develop a list of 
potential ways in which the hospital might be threatened if we do not 
enhance our relationship with doctors in the areas of billing and admis- 
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sions. For example, an insurance company, another hospital, or some 
other company in the converging industries might provide the doctor 
with many of the services that we can provide. 


Future Enhancements 

After constructing an action plan and identifying potential exposures, 
we look to the future and list additional benefits and opportunities that 
we might pursue later. Here, we might consider forming alliances with 
other organizations. For example, we might establish a relationship with 
an organization that will buy the doctor’s receivables at a discount so the 
doctor will no longer have to spend time on collection procedures. We 
might also begin identifying additional services that doctors might need 
that are complementary to the products and services our hospital al¬ 
ready offers. Figure A-7 shows the chart that might result from a level 
3 linkage analysis of the billing and admissions function. 


Conducting an Internal 
Linkage Analysis 

After we have completed the external linkage analysis and have identi¬ 
fied key strategic areas that must be addressed concerning our relation¬ 
ship with doctors, an analysis can be completed that focuses on the in¬ 
ternal linkages within the hospital itself. In the level 1 internal linkage 
analysis for the hospital, we focus on how the hospital’s objectives are 
currently being met. We trace the flow of products and services through 
the hospital and ask questions about efficiency, effectiveness, quality of 
products and services, and the locations of bottlenecks. As in the exter¬ 
nal linkage analysis, we draw a chart that shows the key internal func¬ 
tions for the hospital that are of the most importance from an internal 
perspective. (See Figure A-8.) At this stage we should try to identify in¬ 
ternal functions that will help implement the strategic action plan doc¬ 
umented during the external linkage analysis. Some elements of the ex¬ 
ternal strategic action plan will be contingent on enhanced internal 
functions. Once we have identified and agreed upon the key functions, 
we again try to identify the most important function for further study 
with a level 2 linkage analysis. 

That then leads to a level 3 analysis, and so on, until we have reached 
a sufficient level of detail. These lower level linkage analyses should fo¬ 
cus on new and enhanced applications. The factors analyzed in the in¬ 
ternal linkage analysis should address such things as efficiency, effec¬ 
tiveness, and quality of service. But the test that we must at all times 
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Action Plan 

1 Put services into operation before the competition 
that wilt enhance the doctor-patient relationship 

2 . Create services that will lock in the doctor and 
satisfy so many needs thai it will become too diflicult 
tor One doctor to switch to some other hospital 

3. Provide billing and admissions data to the doctor 
through a personal computer in the doctor's office as 
well as a terminal al the hospital 

4. Provide billing information 1o third parties in the 
format they require. 

5. Provide office accounting functions tor the dodor 
that run on the same personal computer that is used 
lo provide admissions data. 


Exposures 

1 Other hospitals may take steps lo enhance the 
billing and admissions functions before we do 
and attract some of our dodors. 

2. Companies in the converging industries might 
begin to compete with us by supplying services 
that we now supply 


Future Enhancements 

1. Provide a larger envelope that includes ancillary products and services that the 
doctor needs. 

2 . Add new functions to okt services that will significantly increase the value of those 
services to the doctor. 

3. Identify additional new services that the doctor will lind attractive 

4. Tie the doctor's personal computer into the networks of supplies companies to 
allow the doctor io order supplies and other products needed to run the office 

5. Provide electronic mail and other types of communication services to tie the doctor 
more closely to the hospital. 

6. Provide access to hospital medical records. 

7 Automate and digitize doctor's records and make Ihem available anywhere a 
personal computer is available using suitable networks. 

8 Implement a prescription and treatment conflict database 

9. Implement a diagnosis support expert system. 

10 Provide medical treatment updates and other enhanced docior networking and 
consulting services 

Figure A-7. Health care industry level 3 external linkage analysis: doctor's billing function. 
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Which Internal Functions Are Most Important in 
Helping the Hospital Achieve Strategic Advantage? 



Figure A-8. Health care industry level 1 internal linkage analysis: hos¬ 
pital. 


apply to each factor is whether that factor will lead to substantial and 
sustainable strategic advantage. The following are a few examples of in¬ 
ternal systems that we might identify as critical during the internal link¬ 
age analysis of the hospital: 

■ A patient information database that includes medical history, results 
of laboratory tests, and financial information 

■ A network that allows all departments in the hospital to communicate 
with one another quickly and easily 

■ A system that provides the capability for transmitting medical images 
and other types of information from one place to another 

■ A system for scheduling laboratory tests and other types of patient 
services 


Summarizing the Results 


The linkage analysis of the hospital ends by documenting the vision and 
the strategic action plan following the guidelines discussed in Chapter 


10 . 
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The Vision 

The documentation of the vision should include charts and other doc¬ 
umentation that shows: 

1. Waves of innovation 

2. Experience curve strategies 

3. The extended enterprise 


The Strategic Action Plan 

Documentation of the strategic action plan should include: 

1. An overall strategy statement 

2. Linkage analysis charts 

3. Summaries of the action plans, potential exposures, and future en¬ 
hancements 

4. Critical implementation linkages that must be managed to ensure 
success 

5. Assignments of managers or work groups to each item in the action 
plan 


Electronic Channel Support Systems 

The documentation that results from the linkage analysis planning ses¬ 
sion should include information about the channel Hows of the hospital 
and potential electronic channel support systems that will be required to 
achieve strategic advantage in the extended enterprise environment. 
The linkage charts that document the final level of detail must include 
information about how channel flows can he improved in order to im¬ 
prove products and services. It is important to identify the constriction 
points that exist today in the channel flows because these of ten point to 
new opportunities for achieving strategic advantage. 


Conclusion 

The health care industry is undergoing a significant degree of techno¬ 
logical change and industry restructuring. The rate of change is accel¬ 
erating because of government involvement, increasing costs, skill 
shortages, medical advancements, the implications of illegal drugs, the 
AIDS problem, and the convergence of other industries into the health 
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arena. With the addition of hotel chains to the health care industry, we 
will begin to see a rapid evolution of' the structure and membership of 
I he hospital's and the doctor’s extended enterprises. To succeed, a hos¬ 
pital will have to be able to ef fectively harness the thinking skills of its 
staff in order to address internal hospital systems and also the evolving 
extended enterprise. For some this will represent a new challenge to the 
hospital's management and leadership. However, the challenge must be 
met because our health care system, like education, is key to our future. 




Appendix B 

Linkage Analysis: 

Education 


Introduction 

Appendix B shows how the techniques of linkage analysis planning 
have been applied to areas in which the environment has traditionally 
been thought to be very different f rom the business environment. Here, 
we see how linkage analysis planning has been applied to the creation 
and operation of community-based partnerships between business and 
education and to life planning by high school seniors. We attempt to 
show how in the future we will he able to extend electronic channel sup¬ 
port systems into businesses, classrooms, and the home in order to sub¬ 
stantially improve the educational process lor all our citizens. 

The children that we are educating today will become the labor force 
of tomorrow’; they will create a United States that many of us will not 
see. These children are going to carry a message into the future. What 
will the message be? It is the opinion of the authors that the need to 
formulate a new vision for our educational system is one of the para¬ 
mount challenges facing the United States today. The impact on the 
United States of changing demographics dictates that we must more ef¬ 
fectively leverage our knowledge resources. As stated by Richard J. 
Haayen, retired chairman of the board, Allstate Insurance: “[M]aybe 
most important is the realization that we can give the next generation 
no better gift than the greatest possible chance to succeed." 1 

Between now and the year 2000, the population, and therefore the 
work force, will increase in number more slowly than at any time since 
the Depression years—less than half as fast, for instance, as during the 
1950s. Contrast that projection with a conservative estimate of an aver¬ 
age 2.9 percent annual growth in the GNP over the same period, and it 
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is apparent that the labor shortage could have grave consequences for 
the American economy. The result will be social changes as fundamen¬ 
tal as the changes that occurred as we shifted from farms to factories. 
These fundamental changes will require that tomorrow’s wor kers be 
equipped with new knowledge, new skills, and new attitudes. The dan¬ 
ger is that our educational system will continue to play catch up and will 
not formulate a vision based on where our economy will be in 10 or 15 
years. 

The high school class of 2000, which started school a few years ago, 
will encounter an extremely demanding job market when it gr aduates. 
Marvin J. Cetron, author of Schools of the Future, says: 

Less than 6 percent of workers will find a place on the assembly lines 
that once gave high school graduates a good income; the rest will 
have been replaced by robots. Instead, service jobs will form nearly 
90 percent of the economy. A decade ago, about 77 percent of jobs 
involved at least some time spent in generating, processing, retriev¬ 
ing, or distributing information. By the year 2000 that figure will be 
95 percent, and that information processing will he heavily 
computerized.’'* 

Our new knowledge workers will need more than a passing familiar¬ 
ity with information processing technology. Gone are the days when 
employees were expected to perform only routine tasks. In service in¬ 
dustries today, workers are being asked to make complex, on-the-spot 
judgments regarding customer satisfaction. In manufacturing, they are 
being asked to contribute ideas through quality circles and other partic¬ 
ipatory programs. The result is a great and growing need for workers 
who can think creatively and respond intelligently to changing situa¬ 
tions—people who can spot opportunities and make the right choices. 
Those will be the qualities most prized in the work force of the future. 
Yet, in many ways today’s schools are not oriented toward developing 
those attributes. 

It is clear that what we need is an educational vision for the Informa¬ 
tion Age that is as powerful as the vision Adam Smith developed for the 
Industrial Age and the vision Thomas Jefferson had for government: 


Our vision of the education system must coincide with our 
vision of the economic system and with our vision of democracy. 
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Analyzing Waves of 
Innovation 

Wc saw in Chapter 2 that innovation and the technology that we employ 
tend to evolve in a series of successive waves, with each wave building on 
its predecessor. Our analysis of education in the United Stales begins by 
examining the waves of innovation that characterize our educational 
system. 


First Wave: Little Red Schoolhouse 

Figure B-I shows the waves through which most of our schools have al¬ 
ready passed with respect to our knowledge delivery systems. Education 
in the United States began in the First wave when the country was char¬ 
acterized as an agricultural-based economy. The knowledge delivery 
systems of the time typically consisted of the “little red schoolhouse” 
with students of all grade levels occupying the same classroom. 


Second Wave: Neighborhood 
Schools 

Our educational system crossed over to the second wave as the United 
States entered the era of the industrial revolution, and we began the 
move from the farm to the city. At this time, many of the little red 
school houses were replaced by larger neighborhood schools as a 


Characteristics of Society 


Waves ol Innovation In Education 


Assembly Lines, Economies of 
Scale. Large Organizations " 


Beginning of the Industrial, 
Revolution and an 
Urban-Based Society 


Atyicullural-Based 

Economy 



Figure B-l. Waves of innovation in education have tended to progress in parallel with 
changes in the characteristics of our society. 
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greater percentage of Americans began to live in an urban environ¬ 
ment. 


Third Wave: Large Buildings and 
Districts 

We entered the third wave of our knowledge distribution systems—the 
wave most school systems are on at the present time'—as our industrial 
economy matured and became characterized by mass production, econ¬ 
omies of scale, and large organizational structures. In our urban envi¬ 
ronments, the relatively small neighborhood schools gave way to large 
school buildings and large school districts, especially in our secondary 
schools. 


Fourth Wave: Restructuring of 
Education 

Now that our economy is making the transition from an industrial so¬ 
ciety to one that is knowledge based, our schools must undergo a par¬ 
allel restructuring. The fourth and fifth waves of innovation that we can 
project for our knowledge distribution system are shown in Figure B-2. 
The fourth wave is necessary now that our economy is making the tran- 


Characterlstlcs of Society 


Consumer-Driven Organizations. 
Knowledge Worker-Based 
Economy 

"Restructuring erf me Economy, 

Deregulation. Downsizing <* 
Organizations 


Assembly Lines, Economies erf 
Scale. Large Organizations 


Beginning of the Industrial 
Revolution 


Agricultural-Based 

Economy 


Waves of Innovation In Education 



Figure B-2. Nevu waves of innovation in education must keep pace with the changes that are 
occurring in our society. 
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sition from an industrial economy to a knowledge-based economy. Our 
business and government organizations are involved in a massive re¬ 
structuring. in which organizations are downsizing, streamlining, and 
forming strategic alliances. The fourth wave in our knowledge distribu¬ 
tion systems should parallel this restructuring and focus on increasing 
the effectiveness of the teacher and the student. We must recognize that 
the student is also a knowledge worker. As we will see later in this ap¬ 
pendix, strategic alliances are as important to our school systems as they 
are to any other of society’s institutions. 


Fifth Wave: Student-Sensitive 
Continual Education 

With the advances of technology that are occurring in today’s envi¬ 
ronment. it is desirable that the fourth wave he a short-lived transi¬ 
tional wave. A fifth wave is quickly coming, in which we will he able 
to use affordable computer and communication technology to create 
a highly individualized, student-sensitive educational system in which 
citizens will he able to develop their knowledge and skills through 
continual education. Such a system will be required to meet the needs 
of the knowledge-worker-based society into which we are quickly 
evolving. 


Identifying Experience Curves 

An analysis of the waves of innovation can help to show us how our 
school systems are changing and how they should begin to evolve in the 
future. Chapter 3 showed that the next step in formulating a vision is to 
focus on experience curves. Figure B-3 shows the experience curves 
that characterize our educational systems today and some new experi¬ 
ence curves that may predominate in the future. Some innovative 
school systems are beginning to exploit the personal computer experi¬ 
ence curve and are achieving good results. However, much learning is 
still required to exploit the computer technology that is available and 
affordable. Many new experience curves will be built from our experi¬ 
ence with personal computers as we begin to use advanced computer 
and communication technology to create highly individualized, highly 
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interactive, and highly visual knowledge acquisition systems. The expe¬ 
rience curves that predominate in the computer and communications 
industry must begin to play a much more important role in restructur¬ 
ing our educational system in order to provide for continual education 
in the school, the home, and the workplace. The structural enhance¬ 
ments that we need to apply to our educational system are the same 
ones that we have already discussed regarding achieving substantial anti 
sustainable strategic advantage in the service sector of our economy. 


Documenting Power 
Relationships 

Chapter 4 discussed ways in which changes in industry power relation¬ 
ships are causing organizations to reassess their relationships with the 
strategic forces in the environment. In order to formulate a new vision 
of U.S. education, wc must take into account a number of powerf ul stra¬ 
tegic forces. These include advances in technology, levels of available 
funding, public support, and collaborative arrangements hetween 
schools and other institutions within the community, including business. 
In light of the waves of innovation through which our educational sys¬ 
tem is passing and the experience curves that characterize our knowl¬ 
edge distribution systems, we can identify the strategic forces that are 
having the greatest impact on our school systems. Some of these are 
shown in Figure B-4. 
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Figure B-4. Changing power relationships in education. 


Visualizing the Extended 
School System 

As described in Chapter 5, business has traditionally viewed the enter¬ 
prise using the classical management triangle; it is possible to view our 
existing school systems using this same paradigm. The classical view of 
the school system shows the superintendent at the top, principals and 
administrators in the middle, and teachers and support staff at the bot¬ 
tom, as shown in Figure B-5. However, just as this classical view of busi¬ 
ness no longer applies in today’s environment, this classical view of the 
school system is also outmoded. The internal organizational structures 
are often no longer viewed as just hierarchical. What is even more im¬ 
portant, the new economic realities demand that school systems, as well 
as our other institutions, define themselves in the context of an extended 
enterprise , as shown in Figure B-6. 

An important part of strategic thinking as it applies to our educa¬ 
tional system is to form in our minds a new view of the school system. 
The view should consider the linkages that exist with important organi¬ 
zations that have traditionally heen regarded as external to the educa- 



Flgure B-5. Classical view of the school system. 
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Figure B-6. Extended enterprise view of the school system—the ex¬ 
tended school system. 


tional system. In formulating a strategic vision, members of the commu¬ 
nity must bring together the environmental information, exportations, 
and joint goals and then use these to formulate a shared vision, Perceiv¬ 
ing the school system as an extended enterprise will require a clear un¬ 
derstanding of both internal and external linkages among all elements 
of the extended school system. Long-term success for our education sys¬ 
tem will be determined by how well community partnerships can iden¬ 
tify the critical elements and how well they are able to collectively man¬ 
age and use them. 

The current knowledge distribution system in the United States is 
characterized by significant structural rigidity that is consistent with its 
historical paradigms. Today’s education procress is linear and sequential, 
with students proceeding in an orderly fashion front grade to grade, ft 
operates with yesterday’s requirements and solutions and, like large 
business and government organizations, tends to resist change. The di¬ 
minishing competitiveness of education, just like that within the busi¬ 
ness community, has made many business leaders take an active interest 
in the competitiveness of their main supplier—America’s education sys¬ 
tem is the main supplier of our knowledge workers. The shortcomings 
of our education system have made many of our businesses lake an ag¬ 
gressive role, out of survival; some estimates show that business may an- 
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niially spend over $100 hillion providing basic remedial education and 
training. 

A key message in Chapter 4 is that strategic alliances and partnerships 
will be of increasing importance in the rapidly changing business environ¬ 
ment. Alliances and partnerships will be required to enhance the effective¬ 
ness of our educational system as well—partnerships that share ideas, hu¬ 
man and financial resources, understanding, and responsibility. These 
partnerships must formulate a shared vision that combines the perspective 
of educators, husiness leaders, government officials, community groups, 
and parents. Many groups have major roles to play in education, including 
government, education itself, business, and the community. 


The Role of Government 

Government has the role of providing the necessary services and infra¬ 
structure to promote our economy’s growth and to increase our stan¬ 
dard of living. Government can play a major role in enhancing the ef¬ 
fectiveness of our schools by providing an environment and 
infrastructure that will: 

■ Provide the necessary legislation and funding 

■ Provide insights regarding the economic situation and a give us a 
broad view of educational needs 

■ Enable and encourage community partnerships by reducing the need 
for centralized directives and eliminating excessive and redundant 
administrative requirements 


The Role of Education 

Education has the responsibility for providing society with the knowl¬ 
edge resource that society requires—the citizens that become the actual 
producers. Education can play a major role in formulating a vision for 
our education system by: 

■ Seeking and promoting a spirit of partnership in the community 

■ Viewing the educational environment in the context of an extended 
enterprise 

■ Playing an active role in sharing resources, skills, and facilities with 
other partners in the community 

■ Viewing the student, business, government, and the community as a 
whole as its customers 
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The Role of Business 

Business has the responsibility for using the infrastructure, knowledge 
resources, and physical resources to create economic wealth to fund our 
society. Business can play important roles in the restructuring of our 
educational system hv: 

■ Determining future global, economic, and technology direction 

■ Identifying changing business and social needs 

■ Providing methodologies, techniques, and skills for planning and analysis 

■ Defining changes in student requirements and skill needs associated 
with the shift to knowledge workers in our knowledge-based society 

■ Viewing education as a key supplier 

The Role of the Community 

Individual members of the community must realize that it is our partic¬ 
ipation in government, education, and business and our commitment to 
the community that make our country work. Community groups can 
play a major role by: 

■ Encouraging community leaders to be involved 

■ Fostering an environment of community partnership and pride 

■ Assuming responsibilities and duties relating to family and commu¬ 
nity functions 

Once the vision has been formulated, the partnership must ef fectively 
communicate that vision to all members of the community and create a 
strategic action plan to empower all the relevant groups to implement 
the vision. The partners must not disappear after the concept stage; 
they must stay and make sure that the work gets done. To succeed in 
this environment, priorities must be set at the national, state, and local 
levels. Each community will have to form its own partnership with the 
explicit mission of building the vision and developing the strategic ac¬ 
tion plan that will meet its own needs. This is not a one-time event but 
rather a long and continuous journey. 


Electronic Channel Support 
Systems 

Communication theory studies suggest that a teacher may be able to ef¬ 
fectively communicate and share knowledge with only one-third of his 
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or her students at any given time, leaving the other two-thirds to either 
struggle or be bored. One reason for this is that the two-thirds of the 
class did not have appropriate examples presented to them. They may 
come from the other side of the elephant and view the teacher’s con¬ 
cepts slightly differently. Other studies of different classroom environ¬ 
ments around the country have shown that as little as 7 minutes out of 
a 5;Vminute classroom period is actually spent teaching. A great deal of 
lime is spent in the classroom performing non-value-added administra¬ 
tive functions instead of value-added teaching tasks. We need to ask 
ourselves what new tools can we provide to the teaching community to 
enhance their effectiveness? 

Chapter 6 showed that the major tools that organizations have to im¬ 
plement and exploit the extended enterprise are electronic channel 
support systems. The beginnings of the electronic channel support sys- 
terns that will someday revolutionize our educational system can already 
be seen in many of the forward-looking school systems in our country. 
Our vision of education in the United States is to use technology to pro¬ 
vide individual students with student-sensitive access to knowledge. Stu¬ 
dents will use powerful workstations both at home and in the school. 
Individual school computers will then be connected with community, 
slate, and national computer networks. These networks will allow com¬ 
puters and workstations owned by businesses in the community and by 
individuals in the home to connect to them for the purposes of two-way 
communication and information sharing. Such networks will be of great 
value in enhancing the effectiveness of our educational system and will 
allow the various partnerships between the classroom, the home, gov¬ 
ernment, and business to operate effectively. Such electronic channel 
support systems will be extremely important to the future of education 
in America. They could be deployed relatively quickly if the necessary 
funds and expertise were made available. 

The challenge is to drop the old baggage as quickly as possible and to 
use appropriate technology in our education system. The use of sophis¬ 
ticated electronic channel support systems to support the extended 
school system will permit us to completely redefine the term student. 
The United Stales can no longer afford to limit itself to a K-12 through 
higher education mentality. We must begin to include the entire labor 
force in a continual learning process so that businesses and individual 
workers will also benefit from the extended school system that sophis¬ 
ticated computer- and communication-based educational tools will help 
to create. Such workstations and networks are not just a dream. The 
technology is available now. Electronic channel support systems can and 
will increase the number of teaching moments that each student expe¬ 
riences. Electronic channel support systems will allow us to provide 
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student-sensitive, interactive education, both inside and outside the class¬ 
room. We will someday use this technology in our schools; the only question 
is when. Will our educational system wait until the Japanese, the French, or 
the Germans show us the benefits of such advanced technology? 


“The real classroom is not four walls; 
it is the mind of the student.” 


The Information Component 
of Education 

The chapters in Part 2 discussed ways of converting a vision into eff ec¬ 
tive strategies. One of the new mindsets that is important for success in 
the business environment is to recognize the importance of the infor¬ 
mation component of products and services and to wrap those products 
and services in new envelopes. This mindset can he of equal value in 
improving the quality of our educational system. We might characterize 
the physical component of the education “product" as the concepts or 
bits of knowledge that a teacher wishes to communicate or share with 
his or her students. We can then characterize the information compo¬ 
nent of teaching as all those tools, examples, and techniques that the 
teacher uses to communicate each concept. (See f igure B-7.) 

The teacher uses the information components of teaching to create an en¬ 
velope for each concept being taught with different examples anti messages 
for each student. This concept is no dif ferent from how advertisers market 
products. They develop different selling and marketing messages for each 
group of buyers. Expert teachers differentiate themselves from their peers 
by creating unique envelopes for the concepts they teach. If we reflect back 
on the teachers we have had, those who stand out in our memories are those 
who were able to reach out to us and effectively “market their product.” We 
need to implement new experience curves that will enhance the teacher’s “in¬ 
formation component.” This stihtle shift to concentrate on both the “prod¬ 
uct" and the “information component" of education changes the role of the 
teacher. A teacher should no longer only instruct the student but must mar¬ 
ket and persuade the student in the most effective manner. Technology can 
be effectively used to enhance both the “product" and the “information com¬ 
ponent.” 
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Figure B-7. The information component of teaching can be characterized as all those 
tools and techniques that a teacher uses to communicate a concept. 


External and Internal Linkage 
Analyses 

I he chapters in Part 3 discussed techniques that can be used to convert 
a vision into reality through linkage analysis planning. We can apply 
these same strategic planning techniques to our education system in or¬ 
der to redefine the role that the school systems will play in the commu¬ 
nity. In order to effectively conduct strategic planning for a school sys¬ 
tem, a group should be assemhled that includes members from all the 
important segments that we identified previously—education, business, 
the community, and government. This group can then use the tech¬ 
niques of linkage analysis planning to determine what are those ele¬ 
ments that are most important to the success of the school system and to 
develop a strategic action plan for implementing the vision that the 
group formulates. Both external and internal analyses are important. In 
an external analysis, we define the school system’s role in the commu¬ 
nity and determine the important linkages that exist with external or¬ 
ganizations. In an internal analyses, we try to understand the critical 
linkages that exist within the school system itself. As we discussed in 
Chapter 10, it is generally most ef fective to conduct an external analysis 
of the school system hefore conducting the internal analysis. 
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Figure B-8. The view from outside the schoolhouse. 


Place yourself in the shoes of a community leader as we walk through 
a linkage analysis planning session for a school system. It is important to 
realize that each of the individuals in the group tends to have a differ¬ 
ent view of the elephant. (See Figure B-8.) 


Conducting an External 
Linkage Analysis 

In analyzing the external view of the school system, the group should 
include school boards, individual schools, higher education, unions, 
business, parents, taxpayers, community groups, and state, local, and 
federal government. Because of these differing perspectives, it is essen¬ 
tial for these groups to visualize the school system in a similar manner. 
The external linkage session can help us determine how each group can 
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assist education in achieving necessary benefits and in focusing all mem¬ 
bers to think and act strategically. 


Level 1: Educational Needs of the 
Community 

In developing a model of the school system that takes into account the 
school system’s extended enterprise, we begin by identifying and under¬ 
standing the key educational needs of the community. Only then can we 
perform a more detailed analysis. We write at the top of the chart the 
question we are trying to answer and then place the “educational needs 
of the community’’ in a box in the center. Members of the group will 
express opinions concerning the educational needs of the community, 
and discussions will result. We then begin placing around the central 
box all those elements that we agree are important in answering the 
question at the top. With the key leaders in the community being cata¬ 
lysts for this process, we might draw a chart similar to Figure B-9. The 
objective of drawing this chart is to provide a common framework so 
that community leaders can visualize the key linkages that are important 


What External Faetora In the Extended School Syatem Will Have 
the Most Impact on the Educational Needs of the Community? 



Figure B-9. Level 1 external linkage chart: educational needs of the com¬ 
munity. 
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when viewing the extended school system today and also 5 to 7 years in 
the future. 


Level 2: Business 

We then attempt to gain a consensus on what is the most important el¬ 
ement on the chart in meeting the educational needs of the community. 
We then further analyze that element. For example, if we achieve a con¬ 
sensus that the cooperation of business is the most important factor, we 
start a new chart with “business” in the center. We again write at the top 
the specific question that we are trying to answer about business. We 
then conduct a detailed analysis of the “business” element of the ex¬ 
tended school system using the same techniques as for the level l chart. 
At this point, we identify business requirements, available resources lo 
share, responsibilities, and expectations. We discuss the same issues 
front the school system’s side and try to discover the school system's re¬ 
quirements, resources, responsibilities, needs, and expectations, Figure 
B-IO shows a chart that might result from such an analysis. 

Level 3: Business Partnerships 

Once we have identified the major linkages between business and edu¬ 
cation, we again must decide which are the most important to pursue. 
We can then conduct a level 3 analysis of the most important clement 

How Can Business Best Help to Meet 
the Educational Needs of the Community? 



Figure B-10. Level 2 external linkage chart: business. 
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How Can Business/Education Partnerships Best Help to 
Meet the Educational Needs of the Community? 



Figure B-l 1. Level 3 external linkage chart: business/education partner¬ 
ships. 


on the level 2 chart. In our example, we have selected “business part¬ 
nerships.” The objective of the planning session is now to identify the 
specific ways in which the business/education partnership can raise the 
level of effectiveness of the extended school system. The real challenge 
is to ensure that the linkages we have identified will provide substantial 
and sustainable benefits for all. A possible level 3 chart for the 
“education/business partnership" element is shown in Figure B-l 1. We 
can continue the analysis to whatever level of detail we feel appropriate, 
sometimes going to level 4 or 5. At the final level, we shift our focus to 
documenting action plans, identifying exposures, and outlining addi¬ 
tional follow-up activities, as discussed in Chapter 10. 


Conducting an Internal 
Linkage Analysis 

After the external linkage analysis has been completed, each involved 
group should have the necessary perspective to analyze its own organi¬ 
zation from an internal perspective* During the internal analysis, each 
group attempts to identify the key elements of its own extended enter¬ 
prise* As an example of an internal linkage analysis, we will use the 
school system itself, including teachers, students, faculties, and so on* 
The elephant analogy again comes to mind with respect to an internal 
view of the school system, (See Figure B-l2*) Principals, teachers, ad¬ 
ministrators, and students all have a different view of the school system* 
The challenge is to create a shared vision, through which the various 
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Par*n[ Organ izaiions 




Student 


Figure B-12. The view from inside the school house. 


members can begin to view the school system in a similar manner. The 
first step is to identify the key functions that we feel are critical to the 
school system. The chart will be different for each school system. Inn a 
possible one is shown in Figure B-13. Once we reach consensus on the 
level 1 chart, we step back and look 5 to 7 years out and see if any of the 
linkages shown in the chart are likely to change or whether new ones 
will be added. We must thoroughly explore the implications of the 
changes that will be occurring and must determine what the impact will 
he on the rest of the school system. Changing technologies, demograph¬ 
ics, husiness conditions, global competition, and government regula¬ 
tions will tend to cause changes in priorities. As with the external link¬ 
age analysis, we can conduct level 2, level 3, and even more detailed 
analyses as appropriate. 

Summarizing the Results 

The final phase of the linkage analysis planning session is to document 
the results. This documentation should include the following elements: 
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Which Internal Functions Are Most Important to the Extended School 
System In Meeting the Educational Needs of the Community? 



Figure B-13. Level 1 internal linkage chart: school system. 


■ Documentation of the vision. This should include documentation of 
the waves of innovation, experience curves, and our view of the ex¬ 
tended school system. 

■ Strategic action plan. Documentation of the strategic action plan 
must include an overall strategy statement, linkage charts for both the 
external and internal linkage analyses, summaries of the action plans, 
potential exposures, and future enhancements listed on the lowest- 
level linkage charts, documentation of the critical implementation 
linkages that must be managed to ensure success, and assignments of 
individual managers and/or work groups to each action item in the 
strategic action plan. 

■ Electronic channel support systems. Documentation of potential elec¬ 
tronic channels allows us to identify potential electronic channel sup¬ 
port systems that will be required to effectively implement the vision. 

A key element of the strategic action plan is to make assignments for 
detailed studies. Two comments are appropriate for this phase of the 
process. The first is that you should not start too many projects; the ex¬ 
tended school system may not be capable of managing or implementing 
them hccause of limitations of resources and time. Second, community 
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leaders must stay actively involved through the implementation stages. 
Leaving the process before the work is done will doom the plan. 


Comments on Linkage 
Analysis Planning 

One example of how linkage analysis planning has been successfully 
used in performing strategic planning for school systems is provided by 
Dr. Jean McGrew, superintendent of Glenbrook High School District 
255 in northern Illinois. McGrew made the following comments about a 
linkage analysis planning session conducted at a conference of K-12 su¬ 
perintendents: 

This was an initial effort for school administrators to get a better in¬ 
sight as to what our goals should bc\ We concluded that the forces 
that supported and impeded schools tend to be the same groups, de¬ 
pending on the issue. 

It complicates the ability of schools to form long-term alliances. 
The next step was pinpointing the economic and other factors, such 
as financing, that affect a school's operation. Other issues, such as an 
area's unemployment rates, admission requirements for hxal col¬ 
leges, and husiness requirements were considered. After identifying 
atxjut 20 problem areas, the school administrators developed prior¬ 
itized action plans to deal with these problems, taking into consider¬ 
ation the community “supporters” and inhibitors that had been iden¬ 
tified earlier. 

Linkage Analysis means recognizing that expanded communica¬ 
tion (of information) can also he used as a tool to “grow** an organi¬ 
zation, improve its relationships, and make it more effective over the 
long run. One of the assumptions of linkage analysis is the sharing of 
information. This allows us to start our problem solving on a com¬ 
mon set of assumptions based on shared knowledge. To some at the 
AASA session, it was an eye-opening exercise, allowing them to ver¬ 
balize long-held intuitive concerns. To others, it was just an interest¬ 
ing way of looking at a complicated problem. But I think it height¬ 
ened cverylx)dy*s view r of the importance of preparing for the 
future. 1 


Formulating and Sustaining 
Community Partnerships 

When formulating community-based education partnerships, whether 
it be at the slate or the local level, the involved parties must consider, 
and effectively answer, the following questions: 
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1. Is the partnership perceived by the group as a one-time event or as 
a continuous journey? 

2. How can the key community leaders continue to stay involved and 
responsible for the vision, the strategy, and their effective imple¬ 
mentation? 

3. How can the partnership ensure that its investment of time, re¬ 
sources, people, and money lead to achieving substantial and sus¬ 
tainable advantage? 

4. How can the partnership remain flexible and responsive and use 
time as an ally? 

5. How can the partnership encourage the support of existing organi¬ 
zations and not be perceived as duplicating, threatening, or control¬ 
ling them? 

6. Who is going to huild and manage the comprehensive plan for ac¬ 
tualizing the vision of the partnership? 

7. How can the partnership achieve timely funding and assignment of 
resources to projects without getting entwined in the normally slow- 
moving government funding process? 

8. How can the partnership measure the impact of its investment and 
continue to have a major say in where resources are invested? 

9. What other challenges could the partnership tackle, such as drugs, 
economic development, and adult literacy? 

10. If the partnership is at the state level, how does it assist local com¬ 
munities in forming their own partnerships? 


The Community Holding 
Company 

One approach that is being used by a number of communities through¬ 
out the country to address the above issues is to establish nonprofit cor¬ 
porations, or community holding companies, to administer partnerships 
on either the state or local level. Such holding companies have estab¬ 
lished project offices for the purposes of administering partnerships be¬ 
tween the school, business, government, and the community. Many of 
these holding companies have been privately funded. In such organiza¬ 
tions, key business, government, school-system, and community leaders 
have cooperated in forming organizations of great flexibility. In a typ¬ 
ical holding company, the day-to-day, core project office operations 
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staff is privately funded or supported by volunteers from the commu¬ 
nity. Each specific project identified for implementation is then funded 
individually, with funding coming from all available sources, including 
government, education, business, and existing school system operating 
budgets. The holding company is not meant to compete with existing 
organizations but rather to work with them. It also may serve as a fun¬ 
nel through which the contributions of business and other organizations 
can be coordinated using a comprehensive plan. 


The holding company provides the structure that 
enables the community to implement the project office 
process to achieve a community shared vision. 


Figure B-14 illustrates a possible structure for the community holding 
company. The following are descriptions of each level in the pyramid: 

■ Advisory committee. At the top level is an advisory committee that is 
composed of leaders from all parts of the community. It is the job of 
this committee, in collaboration with the operating committee, to ob¬ 
tain and provide funding, to define the vision and communicate it 
throughout the community, and to promote buy-in and ownership ot 
the vision. 

■ Operating committee. The operating committee is charged with de¬ 
veloping strategies, allocating resources, and measuring performance 
and results, It is their job to ensure that the investments that the hold 



Figure B-14* Community partnership project office organization. 
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ing company makes lead to substantial and sustainable advantage for 
the partnership. The operating committee should be made up of 
leaders from education, government, business, the community, and 
professional organizations. 

■ The project office. The project office is responsible for the day-to- 
dav operation of the holding company. The key objectives of the 
project office are to develop comprehensive plans within assigned ar¬ 
eas and to manage all aspects of specific projects, including definition, 
estimating, assigning of resources, implementation, and measure¬ 
ment. The project office staff maintains program and project data¬ 
bases for the purposes of sharing and distributing project results. The 
project office also works with various education, government, busi¬ 
ness. and community groups to implement projects and to help shape 
project proposals for consideration by the operating committee. 

■ Community members. Various individuals, groups, and professional 
organizations in the community serve as resources that the project of¬ 
fice staff calls upon to implement the projects that it is charged with 
implementing. These community members also serve as advisers to all 
three of the above groups. To a very great extent, the success or fail¬ 
ure of the project office approach depends heavily on the participa¬ 
tion and active support of the community. 

As community leaders become familiar with the strategic planning 
process and belter understand tbe changes that are occurring, they will 
realize that in addition to prioritizing the key linkages that are impor¬ 
tant to the community, they must also focus attention on managing the 
links hetween the various elements on the linkage charts. For example, 
from the school system’s perspective, a change in business requirements 
may alter the curriculum, which will have an impact on students, teach¬ 
ers, information requirements, and, possibly, facilities and administra¬ 
tive systems. A shift in student enrollment up or down could have a se¬ 
rious impact on hud gets, facilities, and teachers. Understanding near- 
term changes and predicting long-term changes to the external and 
internal linkage charts will enahle community organizations to become 
proactive. Management of the links will become as important as picking 
the right functions. The very survival of many communities will be de¬ 
termined by their ability to manage the links both internally and exter¬ 
nally on a community basis. The interdependencies of community or¬ 
ganizations will only increase in the future. The community holding 
company can become the catalyst to start the formation of a collabora¬ 
tive vision among the community groups. 
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Life Planning 

Another innovative application of linkage analysis planning has been 
documented by Superintendent Milton C. Roeder of Kim School Dis¬ 
trict, Kim, Colorado. Superintendent Roeder had nine high school se¬ 
niors define in their own terms the key linkages that are required to be¬ 
come successful adults. One of the charts that resulted from this 
analysis is reproduced in Figure B-15. It became clear in this case that it 
was not as useful in this context to ask the question: “Which box is most 
important.” Indeed, we might ask: “Which boxes are not important?" 
The answer is obviously that all the boxes, and many more, are critical 
to the development of a student into a well-rounded adult and citizen of 
the community. 

What is interesting about this student’s chart is that it leads to a vision 
of what is sometimes called the “nuclear family" or the “nuclear com¬ 
munity.” With today’s demographics, and the increasingly common 
household in which both spouses work outside the home, or in which 
there is only one parent, we might ask how we can achieve the required 
results? We feel that the answer lies in each individual in the community 
rethinking his or her role as a member of an extended family. It is dear 
today that in many cases, parents and the educational system alone can¬ 
not do all that is required and that the rest of the community, including 



Figure B-15. High school senior's life planning linkage chart. 
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our senior citizens, must phiy a more active and collaborative role in 
growing the next generation of citizens. 


Conclusion 

Community-based strategic planning can provide a vehicle through 
which education, business, government, and the community can coop¬ 
erate to build a framework for common understanding and sharing of 
goals. The planning process should begin with a conceptualization of 
both the needs and the vision of the community. This includes under¬ 
standing the key linkages within the school system itself as well as un¬ 
derstanding the key linkages between organizations in the extended 
school system. To ensure success, leaders must focus on the manage¬ 
ment of these linkages. This must be a formal process initiated by lead¬ 
ers of the partnership. The overall goal must always be: 

To raise the overall level of effectiveness of the community. 


Strategic planning for the extended school system should become a cir¬ 
cular process, as shown in Figure B-16. Education must continue to iden- 
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Figure B- 17 . Managing the linkages—creating the 
shared vision to the future. (From Labor Force 
2000 ) 


tify and develop the vision of the school system and empower its members, 
including teachers, students, administrators, and support personnel, to un¬ 
derstand and implement the vision. To form a community shared vision, 
education and its partners in the community, including government, com¬ 
munity organizations, and business, must work together in a spirit of com¬ 
munity commitment to formulate, communicate, and implement the 
shared vision. 
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